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Il. FINANCIAL SECTION

The Financial Section Contains:

A. Auditor's Report

B. Management's Discussion and Analysis

C. Basic Financial Statements
D. Notes to Financial Statements
E. Required Supplementary Information
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Independent Auditor’s Report

To the Honorable Mayor and Members of the City Council
City of Auburn Hills, Michigan

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
the aggregate discretely presented component units, each major fund, and the aggregate remaining fund information
of the City of Auburn Hills, as of and for the year ended December 31, 2006, which collectively comprise the City’s
basic financial statements as listed in the table of contents. These financial statements are the responsibility of the
City of Auburn Hills’ management. Our responsibility is to express opinions on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, the aggregate discretely presented
component units, each major fund, and the aggregate remaining fund information of the City of Auburn Hills as of
December 31, 2006 and the respective changes in financial position and cash flows, where applicable, thereof for the
year then ended, in conformity with accounting principles generally accepted in the United States of America.

The management's discussion and analysis, pension system schedules of funding progress and employer
contributions, and the budgetary comparison schedules as identified in the table of contents, are not a required part
of the basic financial statements but are supplemental information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplemental information. However, we did
not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the City of Auburn Hills’ basic financial statements. The accompanying other supplemental information, as identified
in the table of contents, is presented for purposes of additional analysis and are not a required part of the basic
financial statements. The other supplemental information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, are fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

% ¢ 77low, PLLe

May 29, 2007



MANAGEMENT'S DISCUSSION AND ANALYSIS

CITY OF AUBURN HILLS

As the management of the City of Auburn Hills, we offer readers of the Comprehensive Annual Financial Report this narrative overview and
analysis of the financial activities of the City for the year ended December 31, 2006 We encourage readers to consider the following
information in conjunction with the information presented in the City’s financial statements.

FINANCIAL HIGHLIGHTS

The assets of the City of Auburn Hills exceeded it's liabilities at the close of the most recent fiscal year by $177,066,875 (net assets).
Of this amount, $122,055,832 is the investment in capital assets (net of related debt), $25,916,689 are assets restricted for specific
purposes and functions, while the remaining $29,094,354 represents unrestricted net assets which may be used to meet the demand for
resources for the ongoing functions of the City.

The City’s total net assets decreased during 2006 by $1,405,380. The decrease in the net assets of the governmental activities was
$159,291 while the business-type activities experienced a decrease in total net assets of $1,246,089. In the governmental activities,
the decrease is primarily attributable to a one-time retroactive adjustment for $4,698,021 to correct the net pension asset value. The
decrease in net assets in the business activities is attributable to the service charge structure in the water and sewer funds being
inadequate to cover on-going operating expenditures.

At December 31, 2006, the City of Auburn Hills' governmental funds reported combined fund balances of $28,423,280, an increase of
$2,233,802 from the December 31, 2005 balance of $26,189,478. The increase was attributable to a planned increase in General
Fund’s fund balance combined with excess revenues over expenditures in many of the other governmental funds. The unreserved fund
balance at December 31, 2006 for the General Fund was $5,773,947 or 45.2% of the total 2006 General Fund expenditures and
transfers.

The total long-term debt of the City of Auburn Hills at December 31, 2006 was $20,518,007 which represents a decrease of $872,946
from the prior year balance of $21,390,953. The reduction was attributable to principal payments made on long-term debt in 2006 in the
amount of $1,791,009 which was offset by a net increase in Tax Tribunal Cases in the amount of $918,063. The increase in the
Michigan Tax Tribunal estimate was due to a substantial increase in the number of new appeal cases. There were no new debt
issuances by the City during 2006.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City of Auburn Hills' basic financial statements. The basic
financial statements are comprised of three components: 1) government-wide financial statements, 2) fund financial statements, and 3)
notes to the financial statements. This report also contains other required supplementary information in addition to the basic financial
statements.

Government-Wide Financial Statements. The government-wide financial statements are designed to provide readers with a broad
overview of the City’s finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of the City’s assets and liabilities, with the difference between the two reported
as net assets. Over time, increases or decrease in net assets may serve as a useful indicator of whether the financial position of the
City is improving or deteriorating.

The statement of activities presents information showing how the City’s net assets changed during 2006. All changes in net assets are
reported as soon as the underlying event giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenue
and expenses are reported in this statement for some items that will only result in cash flows in future fiscal period (e.g., multi-year
special assessments and other receivables not collected within sixty days of the end of the fiscal year).

Both of the government-wide financial statements distinguish functions of the City of Auburn Hills that are principally supported by taxes
and intergovernmental revenues (governmental activities) from other functions that are intended to recover all or a significant portion of
their costs through user fees and charges (business-type activities). The governmental activities of the City of Auburn Hills include
legislative, management and planning, public safety, streets, highways & public improvements, community and economic development,
and general support. The business-type activities of the City include the water and sewer departments and Fieldstone Golf Club, a
municipal golf course.

The government-wide financial statements include, not only the City itself (known as the primary government), but also includes five
legally separate component units for which the City is financially accountable. Financial information for these component units is
reported separately from the financial information presented for the primary government itself.

The government-wide financial statements can be found as Exhibits A-1 and A-2 of this report.



MANAGEMENT'S DISCUSSION AND ANALYSIS

CITY OF AUBURN HILLS

Fund Financial Statements. A fund is a grouping of related accounts that are used to maintain control over resources that have been
segregated for specific activities or objectives. The City of Auburn Hills, like most other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements and to comply with State and GASB
(Government Accounting Standards Board) requirements for governmental accounting. All of the funds of the City can be divided into
three categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental Funds. Governmental funds are used to account for essentially the same functions reported as governmental activities
in the government-wide financial statements. However, unlike the government-wide financial statements, governmental fund financial
statements focus on near-term inflows and outflows of available resources, as well as on balances of resources available at the end of
the fiscal year. Such information may be useful in evaluating a government’s near-term ability to meet financial commitments.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful to compare the
information presented for governmental funds with similar information presented for governmental activities in the government-wide
financial statements. By doing so, readers may better understand the long-term impact of the City’'s near-term financing decisions.
Both the governmental fund balance sheet and the governmental fund statement of revenues, expenditures, and changes in fund
balances provide a reconciliation to facilitate this comparison between governmental funds and governmental activities.

The City of Auburn Hills maintains individual governmental funds. Information is presented separately in the governmental fund balance
sheet and in the governmental fund statement of revenues, expenditures, and changes in fund balances for the general fund, four
special revenue funds, and one debt service fund, all of which are considered to be major funds. Data from the other governmental
funds are combined into a single, aggregated presentation entitled “Other Non-Major”. Individual fund data for each of these non-major
governmental funds is provided in the form of combining fund financial statements in this report.

The City of Auburn Hills adopts an annual appropriated budget for all governmental funds. A budgetary comparison statement has
been provided for the major governmental funds to demonstrate compliance with this budget.

The basic governmental fund financial statements can be found as Exhibit A-3 and Exhibit A-5 of this report.

Proprietary Funds. The City of Auburn Hills utilizes two different types of proprietary funds. Enterprise funds are used to report the
same functions presented as business-type activities in the government-wide financial statements. The City uses enterprise funds to
account for the Water Department, Sewer Department and Fieldstone Golf Club municipal golf course. Internal service funds are an
accounting device used to accumulate and allocate costs internally among the City’s various functions. The City utilizes internal service
funds to account for its fleet of vehicles and equipment and for the accounting of the liability for unused, earned accrued sick and
vacation hours. These functions have been allocated to governmental activities and business-type activities in the same proportion as
the amount of services these functions provide to the activities.

Proprietary funds provide the same type of information as the government-wide financial statements, only in more detail. The
proprietary fund financial statements provide separate information for the Water, Sewer and Fieldstone Golf Club. Conversely, all
internal service funds are combined into a single, aggregated presentation in the proprietary fund financial statements. Individual fund
data for the internal service funds is provided in the form of combining statements beginning with Exhibit F-1.

The basic proprietary fund financial statements can be found as Exhibits A-7, A-8, and A-9 of this report.

Fiduciary Funds. Fiduciary funds are used to account for resources held for the benefit of parties outside the government. Fiduciary
funds are not reflected in the government-wide financial statement because the resources of this fund are not available to support the
City of Auburn Hill's programs. The accounting used for fiduciary funds is much like that used for proprietary funds. The City’s fiduciary
funds are the agency fund, the pension fund, and the retiree health care trust fund.

The fiduciary fund financial statements can be found as Exhibit A-10 and Exhibit A-11 of this report.

Component Units Presentation. The government-wide financial statements include not only the financial information for the City of
Auburn Hills (the primary government), but also five legally separate component units for which the City is financially accountable.
Financial information for these component units is reported separately from the financial information presented for the primary
government.

The basic component unit financial statements can be found as Exhibit A-12 and Exhibit A-13 of this report.



MANAGEMENT'S DISCUSSION AND ANALYSIS

CITY OF AUBURN HILLS

provided in the government-wide and fund financial statements. The notes to the financial statements can be found as Exhibit A-14 of
this report.

Other Information. In addition to the basic financial statements and accompanying notes, this report also presents certain required
supplementary information concerning the City of Auburn Hills' progress in funding its obligation to provide pension benefits to its
employees. In addition, budgetary comparison schedules are provided for all major governmental funds. This information can be found
as Exhibit B-3, Exhibit B-4, Exhibit B-5 and Exhibit B-6 of this report.

Government-Wide Financial Analysis

As stated above, net assets over time may serve as a useful indicator of the City of Auburn Hills' financial position. Assets of the City of
Auburn Hills exceeded liabilities by $177,066,875 at December 31, 2006.

The net assets for the City of Auburn Hills are comprised of $25,916,689 in assets which are restricted for specific programs and
functions, $122,055,832 investment in capital assets (land, streets, water and sewer mains, etc.) net of any related debt that is still
outstanding to purchase or construct these assets, and $29,094,354 in unrestricted assets. The City utilizes the capital assets to
provide services to citizens; consequently, these assets are not available for future spending. Although the City's investment in its
capital assets is reported net of related debt it should be noted that the resources needed to repay the outstanding debt issued to
purchase or construct these assets ($18,305,000), must be provided from other sources since the capital assets themselves cannot be
sold and the proceeds used to liquidate the outstanding debt.

Statement of Net Assets-City of Auburn Hills

(in Millions)
Governmental Business-Type Total
Activities Activities Primary Government
2006 2005 006 2005 2006 2005

Current and Other Assets...................... $ 655 $ 66.7 $ 224 $ 222 $ 879 $ 88.9
Capital Assets......cccoeeviiiiiiiiiiiii, 7.7 70.6 67.0 68.4 138.7 139.0

Total Assets.........ccovvviiniiiiinnn. 137.2 137.3 89.4 90.6 226.6 227.9
Long-Term Liabilities......................o.oe.e. 8.3 7.8 12.3 13.2 20.6 21.0
Other Liabilities............cccocvvveiiiiiiannn.s 24.8 25.2 4.2 3.2 29.0 28.4

Total Liabilities............cccceeeenennns 33.1 33.0 16.5 16.4 49.6 49.4
Net Assets:

Invested in Capital Assets,

Net of Related Debt...................... 66.4 64.4 55.6 56.5 122.0 120.9

Restricted...........cocoiviiiiiin. 25.9 221 25.9 221

Unrestricted...........cocovviiininnnn, 11.8 17.8 17.3 17.7 29.1 35.5

Total Net Assets...........cccceevennnn. $ 104.1 $ 104.3 $ 729 $ 742 $ 177.0 $ 178.5

A portion of the City's net assets (14.6%) represents resources that are subject to restrictions on how they may be used. The remaining
balance of unrestricted net assets ($29,094,354) may be used to meet the government's obligations to citizens and creditors.

At the end of 2006, the City of Auburn Hills is able to report positive balances in both categories of net assets, for the City as a whole,
and for the governmental and business-type activities. This was also the case at the end of 2004 and 2005.

8
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CITY OF AUBURN HILLS

The City’s total net assets decreased $1,405,380. This net decrease is primarily attributable to a one-time retroactive adjustment in the
amount of $4,698,021 to correct the net pension asset value. The decrease in the net assets of the governmental activities was
$159,291 while the business-type activities experienced a decrease in total net assets of $1,246,089. The following is a summary of the
changes in the City’s net assets:

City of Auburn Hills' Change in Net Assets

(in Millions)
Governmental Business-Type Total
Activities Activities Primary Government
2006 2005 2006 2005 2006 2005
Revenues
Program Revenues:
Charges for Services....................... $ 1.9 $ 2.2 $ 9.9 $ 102 $ 118 $ 124
Operating Grants and Contributions.... 1.4 1.4 1.4 1.4
Capital Grants and Contributions........ 0.2 0.1 0.8 1.4 1.0 15
General Revenues:

TAXES. .t 22.4 19.0 0.5 0.5 229 19.5
State Shared Revenue.................... 1.6 1.7 1.6 1.7
Use of Money and Investments......... 3.0 1.9 0.8 0.5 3.8 2.4
Other Unrestricted Revenues........... 2.1 3.3 0.4 0.4 2.5 3.7
Total Revenues 32.6 29.6 12.4 13.0 45.0 42.6

Expenses
Legislative............cooiiiiiin, 0.2 0.2 0.2 0.2
Management and Planning............... 3.0 24 3.0 24
Public Safety...........cooevveiiiniinnnn. 13.2 111 13.2 111
Streets, Highways, & Improvements.. 4.6 4.8 4.6 4.8
Community & Economic Deuv............ 2.7 2.5 2.7 25
General Support........cccovveviiiienannn. 8.6 2.5 8.6 2.5
Interest on Long-Term Debt................ 0.2 0.4 0.2 0.4
Water.......cooooiiiiii 5.6 5.1 5.6 5.1
SEWEN ... 5.7 4.7 5.7 4.7
Fieldstone Golf Club.......................... 2.6 2.6 2.6 2.6
Total Expenses 32.5 23.9 13.9 124 46.4 36.3
Increase in Net Assets before Transfers 0.1 5.7 (1.5) 0.6 (1.4) 6.3

Transfers......coooviiiiiiiii (0.3) (0.3) 0.3 0.3 - -

Increase (Decrease) in Net Assets $  (0.2) $ 5.4 $ (1.2 $ 0.9 $ (14 $ 6.3

Governmental Activities. Governmental activities decreased the net assets of the City of Auburn Hills by $159,291. The key
elements affecting this change are as follows:

- The City of Auburn Hills spent a total of $3,594,167 on purchase or construction of governmental activities capital assets during
2006. In previous accounting methodologies, this amount would have been a use of current resources and a corresponding
reduction in fund balance. GASB-34 provisions require that these assets be capitalized which results in no reduction in total
assets. However, the costs of assets are allocated to the fiscal periods benefiting from their acquisition by recording
depreciation expense. Recording depreciation expense reduced total assets by $2,635,305.

- The City made total long-term debt principal repayments totaling $1,006,629. Previously this would have been recorded as an
expenditure reducing net assets.

During 2006 interest income from investments increased by $1,427,258 and tax revenues increased by $3,439,301.

Net assets decreased by $4,69,021 as a result of a one-time retroactive adjustment to the net pension asset value.
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Business-Type Activities. Business-type activities decreased the City of Auburn Hills' net assets $1,246,089. Key elements of this
decrease are as follows:

= The water and sewer funds incurred operating losses in the amount of $1,687,360 and $1,666,441 respectively; however, non-
operating revenues and capital contributions contributed $1,200,852 and $752,000 respectively to the net assets of these two
funds. The operating losses resulted from service charges being insufficient to cover the direct and operating costs of providing
these services.

- The Fieldstone Golf Club fund had an operating loss of $107,628 and an additional $320,760 in net non-operating income
(expenses), capital contributions, and transfers-in which in total resulted in an increase in net assets of $213,132.

Financial analysis of the Government's Funds

As noted earlier, the City of Auburn Hills’ uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental Funds. The focus of the City of Auburn Hills' governmental funds is to provide information on near-term inflows,
outflows, and balances of resources available. Such information is useful in assessing the City’s financing requirements and ability to
meet financial demands as they occur. In particular, unreserved fund balance may serve as a useful measure of government’s net
resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the City of Auburn Hills' governmental funds reported combined ending fund balances of
$28,423,280, an increase of $2,233,802 from the 2005 balance of $26,189,478. This is an increase of 8.5%. Except for $16,285, the
entire fund constitutes an unreserved fund balance which is available for spending at the government’s discretion.

The general fund is the chief operating fund of the City of Auburn Hills. At the end of the current fiscal year, the unreserved fund
balance of the general fund was $5,773,947. The unreserved fund balance represents 45.2% of total general fund expenditures.

After comparing the general fund balance to the balance as of December 31, 2005, the fund balance of the City of Auburn Hills’ general
fund increased by $1,487,555. The key factors in this increase are as follows:

- The increase is primarily attributable to an increase in fund revenues. General fund revenues in 2006 increased by $1,367,864
or 10.6% over the prior year. Revenue decreases occurred in charges for services ($177,501), licenses and permits ($84,136),
and state sources ($87,598). However, these decreases were more than offset by the interest revenue from investments in
2006 which was higher by $550,920. In addition, tax revenues and the tax collection fee increased by $277,673. With respect
to expenses, excluding fund transfers, the total increase was $484,953 or 5.3%.

The fund balances in all other City governmental funds increased by $746,247, from $21,886,801 to $22,633,048, an increase of 3.4%.
In revenues, the police fund had an increase of $1,908,992 or 16.2% over the prior year while the fire fund had an increase of $441,429
or 13%. Revenues in other govermental funds were consistent with the prior year with the exception of the Wayne Oakland Disposal
fund where revenues decreased $1,479,067 from 2005. Subject to approval by the State of Michigan Department of Environmental
Quality, a new proposed amendment with Wayne Disposal will result in additional revenues over a several year period beginning in late
2007.

Expenses in other governmental funds increased by $4,989,017 in 2006. All funds had modest increases or decreases in expenses
from the prior year with the exception of the retiree health care fund and street improvement funds. In 2006 the City established a
Retiree Health Care Trust (RHCT) which resulted in the transfer of approximately $3.4 million from the retiree health care fund. The
trust was established in order to better position the City to meet its long-term obligations with respect to retiree health care benefits.
Several significant street improvement projects resulted in capital outlays increasing by $2,687,861 in the street improvement fund in
2006.

Proprietary Funds. The City of Auburn Hill's proprietary funds provide the same type of information found in the government-wide
financial statements, but in greater detail.

Unrestricted net assets in the proprietary funds decreased a total of $464,769.

- The water and sewer funds incurred operating losses in the amount of $1,687,360 and $1,666,441 respectively. The operating
losses are the result of service charges for water and sewer not covering the direct operating costs of providing these services.
Fieldstone Golf Club had an operating loss of $107,628.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

CITY OF AUBURN HILLS

General Fund Budgetary Highlights

= General fund departments’ budgets that exceeded their total expense budgets for 2006 combined for a total over budget amount
of $254,582. In total the general fund expenditures were under budget by $303,740 in 2006.

Capital Asset and Debt Administration

Capital Assets. The City of Auburn Hills' investment in capital assets for its governmental and business type activities as of December
31, 2006, amounts to $122,055,832 (net of accumulated depreciation and related debt). This investment in capital assets includes
water and sewer mains, office furniture and equipment, machinery and equipment, vehicles, buildings and improvements, roads, and
storm drains.

Additional information regarding the City’s capital assets can be found in Note E in Exhibit A-14 of this report.

Long-Term Debt. At the end of the current fiscal year, the City of Auburn Hills had total debt outstanding of $20,518,007. The issues
included $625,000 of general obligation limited tax bond issues and $2,213,007 of Michigan Tax Tribunal property tax appeals.

Total indebtedness of the City decreased $872,946 from $21,390,953 to $20,518,007. This decrease resulted from principal payments
of $1,791,009 on outstanding bonds and other installment loans and a net increase in the Michigan Tax Tribunals tax appeals of
$918,063. There was no new debt issued by the City in 2006.

The City has an A+ and A rating from Standard & Poor’s Corporation and an A1 and A2 rating from Moody’s Investors Service on
general obligations unlimited tax bond issues and on issues with tax limitations, respectively.

The City debt limit, as defined by statute, is ten percent (10%) of equalized property values or $286,937,403. Total City long-term debt
was $20,518,007 at December 31, 2006. Of this amount, $13,680,000 is subject to the debt limit. Currently the City is utilizing only
4.8% of its total debt capacity per state statute.

Additional information on the City of Auburn Hills' long-term debt can be found in Note F of Exhibit A-14 of this report.

Economic Factors and Next Year's Budgets and Rates

The government expects to see reduced funding from the State of Michigan due to continuing budget problems at the State level.

The City continues to experience increases in the cost of pension contributions and medical insurance rates due to a higher number of
participants and the increasing costs of medical care respectively. These factors were considered in the 2007 budget process as well
as in negotiations with union bargaining groups of the City.

The approved 2007 City of Auburn Hills' budget projected the general fund balance to decrease by $191,479 during 2007.

Request for Information

This financial report is designed to provide a general overview of the City of Auburn Hills' finances for all those with an interest in the
government’s finances. Questions concerning any of the information provided in this report or requests for additional financial
information should be addressed to the Finance Department, City of Auburn Hills, 1827 N. Squirrel Rd., Auburn Hills, Michigan 48326.
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GOVERNMENT-WIDE STATEMENT OF NET ASSETS

DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit A-1
Governmental Business-Type Component
Activities Activities Total Units
ASSETS
Cash and investments (Notes C and M)............ $ 33,512,238 $ 19,089,084 $ 52,601,322 $ 14,236,444
Receivables:
Due from other governmental units............. 942,679 942,679
TAXES . cuieiii e 21,043,968 21,043,968 4,692,880
ACCOUNES....cviiieiiiii ettt 1,620,995 1,479,316 3,100,311
Special Assessments..............cocveieininnnnn. 4,614,566 8,886 4,623,452
Accruedinterest.............cooiiiiiii 33,531 30,324 63,855 7,867
Prepayments.........oooiiiiii e 16,285 16,285
INVENEONES. . ...veee e 106,350 106,350
Capital assets (net of accumulated
depreciation Notes E and M)
Depreciable assets:
Water and sewermains.................coceeeenen. 49,884,802 49,884,802
Office furniture & equipment...................... 47,747 47,747 193,668
Machinery & equipment....................ceeeee, 1,061,112 279,171 1,340,283
Vehicles. ..o 863,599 248,983 1,112,582
Buildings & improvements........................ 11,341,767 8,178,732 19,520,499 18,586,734
ROAAS....ceiiiiieiee 48,074,871 48,074,871 17,410,704
Storm drains........ccoeeiiiii 5,249,020 5,249,020
Non-depreciable assets:
Land & improvements..............c.ccoeeeeennnn. 5,016,650 8,397,496 13,414,146 8,307,511
Construction in progress............cccoveveueenen. 6,720
Unamortized discount & issuance costs............ 1,716,882 1,716,882
Pension Asset (Note 1).........cooviiiiiiiiininnns 3,801,560 3,801,560
TOTAL ASSETS 137,240,588 89,420,026 226,660,614 63,442,528
LIABILITIES
Accounts Payable......................co 973,355 3,110,206 4,083,561 74,341
Accrued payroll and other liabilities.................. 321,430 321,430
Retainages payable................coooi 34,693 34,693 16,432
Due to other governmental units...................... 4,368,583
Deposits payable...........ccccociviiiiiiiiiii 1,995,838 1,995,838
Unearned revenue (Note D)..............coeoveieninns 20,979,893 20,979,893 4,694,480
Accrued interest payable..................l 6,058 6,058
Other liabilities...........ccccovviiiiii, 186,824 186,824
Non-current liabilities:
Current portion of long-term debt (Note F).... 525,000 885,000 1,410,000
Long-term debt (net of current
portion) (Note F and Note M)................. 6,938,007 12,170,000 19,108,007 2,059,646
Compensated Absences.............c.cccuuen.e. 1,353,459 113,976 1,467,435
TOTAL LIABILITIES 33,127,733 16,466,006 49,593,739 11,213,482
NET ASSETS
Invested in cap. assets (net of related debt)....... 66,404,766 55,651,066 122,055,832 44 505,337
Restricted assets (Note B)
Police Fund..........ccocoviiiiiiiiii, 17,966,582 17,966,582
Brown Road Special Assessment Fund....... 4,802,664 4,802,664
Other funds........coooiiiiiiiiin 3,147,443 3,147,443 7,723,709
Unrestricted..........ooiiiiiiiiiiii 11,791,400 17,302,954 29,094,354
TOTAL NET ASSETS $ 104,112,855 $ 72,954,020 $ 177,066,875 $ 52,229,046

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement
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GOVERNMENT-WIDE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit A-2
Capital
Operating Grants
Charges for Grants and and
Functions/Programs Expenses Services Contributions Contributions

Primary government:
Governmental activities:

Legislative..........cooiiiiii $ 250,420 $ $ $
Management and planning.............ccooiiiiiiiniiiinnen. 2,984,528 32,310 33,850
Public safety........c.coooiiiiii 13,204,779 755,015 19,105 190,902
Streets, highways, & public improvements..................... 4,572,851 1,289,023
Community and economic development........................ 2,759,127 1,091,650 95,990
General SUPPOIt. ... cuuveie e eaaes 8,569,879
Interest on long-termdebt................coiii 242,836
Total Governmental Activities 32,584,420 1,878,975 1,437,968 190,902
Business-type activities:

Water. ..o 5,644,221 4,052,825 424,730
7= 5,712,383 4,045,942 327,270
Fieldstone Golf Club..............ccoooiiiiiiiii 2,594,538 1,849,321

Total Business-Type Activities 13,951,142 9,948,088 0 752,000

Total Primary Government $ 46,5355562 $ 11,827,063 $ 1,437,968 § 942,902

Component units:

TIFA B5-A. $ 751,586
TIFABS-B...oeiiiiiii e 196,888
TIFA BB-D...ooeieiieie e 580,576
Brownfield Authority..............cccooiviiiiiii 354,940
Economic Development Corporation...................ccc.eenenn. 789
Total Component Units $ 1,884,779 % 0 $ 0o $ 0

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement
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General Revenues:

Use of money and investments......................
Other general revenues:
Franchise fees.............ccooviiiiinn.
Cellular lease............ccoceeiiiiiiiiiieieanen.
Other revenues..........ccoovvviviiiiinennn,
Transfers.......vv v

Total General Revenues and Transfers
Changeinnetassets..............coceeeveniiiennnnn.
Net assets-beginning Balance......................

Net Assets-ending.........c.coevviiiiiiiiiiinninnenenn,

Business-

Governmental Type Component
Activities Activities Total Units

$ (250,420) $ (250,420)
(2,918,368) (2,918,368)
(12,239,757) (12,239,757)
(3,283,828) (3,283,828)
(1,571,487) (1,571,487)
(8,569,879) (8,569,879)
(242,836) (242,836)
(29,076,575) (29,076,575)
$ (1,166,666) (1,166,666)
(1,339,171) (1,339,171)
(745,217) (745,217)
0 (3,251,054) (3,251,054)
(29,076,575) (3,251,054) (32,327,629)

(751,586)

(196,888)

(580,576)

(354,940)

(789)

0 0 0 (1,884,779)

22,453,250 501,001 22,954,251 6,624,279
1,580,493 1,580,493

3,038,694 853,582 3,892,276 552,018
181,367 181,367
51,877 51,877
1,895,943 366,042 2,261,985
(284,340) 284,340 0

28,917,284 2,004,965 30,922,249 7,176,297

(159,291) (1,246,089) (1,405,380) 5,291,518

104,272,146 74,200,109 178,472,255 46,937,528

$ 104,112,855 $ 72,954,020 $ 177,066,875 52,229,046
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BALANCE SHEET-GOVERNMENTAL FUNDS

DECEMBER 31, 2006

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement

CITY OF AUBURN HILLS Exhibit A-3
Major Local Street
General Streets Streets Improvement
ASSETS
Cash and investments (Note C)........................ $ 7,328,610 $ 656,431 273,553 $ 162,898
Receivables:
Due from other governmental units................. 529,678 136,741 43,214
L) G T 5,396,566
Due from other funds (Note G).......................
Accrued Interest...........cooiiiiiiii 7,825
ACCOUNES. ... 1,392,278
Special Assessments...........ccoeeviiiiiiinininnnn.. 22,566
Prepaids..........ccooooiiiii e, 16,285
TOTAL ASSETS $ 14,693,808 $ 793,172 316,767 $ 162,898
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts Payable..............cc.cocoiiii. $ 402,489 $ 158,031 19,085 $ 138,782
Accrued payroll and other liabilities................. 80,804 2,778 3,688
Retainages Payable..................coviiiiinnnnnn. 4,650 30,043
Due to other governmental units.....................
Due to other funds (Note G)...............cccenenene. 477,418 36,002 18,046
Deposits payable...............cooiiiiiiii. 1,188,693 403,505 273,147
Deferred revenue (Note D)...............ccoevennini. 6,754,172
TOTAL LIABILITIES 8,903,576 600,316 318,616 168,825
FUND BALANCES
Fund balances-Reserved for:
Prepayments..........ccoooviiiiiiii 16,285
Fund balances-Unreserved:
Undesignated (deficit):
Reported in general fund........................ 5,773,947
Reported in special revenue funds............ 192,856 (1,849)
Reported in debt service funds.................
Reported in capital project funds.............. (5,927)
TOTAL FUND BALANCES 5,790,232 192,856 (1,849) (5,927)
TOTAL LIABILITIES AND FUND BALANCES $ 14,693,808 $ 793,172 316,767 $ 162,898
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Brown Road Total
Debt - Special Non-Major Governmental

Police Fire Assessment Funds Funds
18,727,518 2,601,673 $ 210,664 $ 2,171,723 $ 32,133,070
233,046 942,679
12,091,333 3,556,069 21,043,968
28,230 28,230
25,706 33,531
150,866 200 76,624 1,619,968
4,592,000 4,614,566
16,285
30,995,423 6,157,942 $ 4,802,664 $ 2,509,623 $ 60,432,297
56,538 26,597 $ 137,689 $ 939,211
163,170 66,196 1,148 317,784
34,693
632,639 177,729 12,750 1,354,584
3,599 126,894 1,995,838
12,176,494 3,556,069 $ 4,592,000 288,172 27,366,907
13,028,841 3,830,190 4,592,000 566,653 32,009,017
16,285
5,773,947
17,966,582 2,327,752 1,647,784 22,133,125
210,664 115,970 326,634
179,216 173,289
17,966,582 2,327,752 210,664 1,942 970 28,423,280
30,995,423 6,157,942 $ 4,802,664 $ 2,509,623 $ 60,432,297
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RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET TO
THE GOVERNMENT-WIDE STATEMENT OF NET ASSETS
DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit A-4

Total fund balances of governmental funds (See Exhibit A-3) $ 28,423,280

Amounts reported for governmental activities in the Statement of Net Assets
are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds.

Office furniture & equipment...............ooiiiiii $ 47,747
Machinery & equipment...........oooi i 1,061,112
VBNICIES. ..o 863,599
Buildings & improvements...........c.oooiviiii i 11,341,767
Land & improvements. .........c.ouiuiiiii i 5,016,650
SIS . 48,074,871
StOrM Arains. ... 5,249,020 71,654,766

Allocation of Internal Service Funds to Governmental activities:

Fleet Management (exclusive of Fleet Management capital assets)..... 1,315,300

Long-term liabilities are not due and payable in the current period and
therefore are not reported in the funds.

Governmental obligation loans payable..................coooiii $  (5,250,000)
Accrued interest payable...... ... (6,058)
Tax tribunal CasesS. ......ccuiuii i (2,213,007) (7,469,065)

Other long-term assets are not available to pay for current period
expenditures and therefore are not reported in the funds.

Special assessments receivable................cccooiiii $ 4,634,000

Accounts receivable - abatement recoveries ...l 1,351,337

Police and Fire Departments receivables for fines and services .......... 397,404

Grant receivables. ... 4,273 6,387,014
ReECOrd PeNSION ASSEL. ... .o 3,801,560

Net assets of governmental activies $ 104,112,855

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement
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STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUND

BALANCES-GOVERNMENTAL FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit A-5
Major Street
General Streets Improvement
REVENUE
Property taxes.........coouiiiiiii $ 5,290,288
Special assesSMENtS........ocvvvieiiiiiiiaeieeieeee e
Licenses and permits...........cocoeviiiiiiiiiiiieeeas 523,815
Charges for Services.........coovvviiiiiiiiiiiiicicecieeen, 420,347
Fines and forfeitures...............cooooiiiiiiiiiii
Federal SOUrCesS.........covviiiiiiiii e
SHAte SOUIMCES. ...uvvieeeeeeeeeeee et 1,584,151 $ 945,302 $
Use of money and propenty.........cccoeveviiviiiiiiiininininnns 1,999,444 22,538 66,948
Administrative and interfund charges............................ 3,689,889
O e 752,941 4,050
TOTAL REVENUE 14,260,875 971,890 66,948
EXPENDITURES
Current operations:
Legislative..........ooiiiii 238,503
Management and planning.............ccoooviiiiiiiiiiinn. 3,708,454
Public safety.........cccoviiiiii
Streets, highways, & public improvements.................. 368,800 1,134,474 26,563
Community and economic development..................... 2,387,125
General SUPPOIt. ....c.uieeeiie e 2,779,996
Capital outlay........oooeiiii 221,154 3,115,833
Debt service:
Principal payments...........cooooiii
Interest......cooii
TOTAL EXPENDITURES 9,704,032 1,134,474 3,142,396
REVENUE OVER (UNDER) EXPENDITURES 4,556,843 (162,584) (3,075,448)
OTHER FINANCING SOURCES (USES)
General fund transfers..........cooveviiiiiiii (3,069,288) 550,000 1,250,000
Transfers out to other funds..............c.coooiiiiiiiiiiinn, (65,052)
TOTAL OTHER FINANCING SOURCES (USES) (3,069,288) 484,948 1,250,000
REVENUE AND OTHER FINANCING SOURCES
OVER (UNDER) EXPENDITURES AND OTHER USES 1,487,555 322,364 (1,825,448)
Fund balance at beginning of year....................c..o.oil. 4,302,677 (129,508) 1,819,521
FUND BALANCE (DEFICIT) AT END OF YEAR $ 5,790,232 $ 192,856 $ (5,927)

See Exhibit A-14, The Notes to Financial Statements are
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Brown Road Total
Local Debt - Special Non-Major Governmental
Streets Police Fire Assessment Funds Funds
11,862,185 3,488,808 $ 460,632 $ 21,101,913
$ 420,000 420,000
20,750 544,565
520,846 234,173 1,012,273 2,187,639
220,999 220,999
190,902 191,112 382,014
288,181 62,901 65,374 2,945,909
16,029 828,258 104,316 308,322 121,210 3,467,065
3,689,889
1,050 20,820 18,258 227,713 1,024,832
305,260 13,727,661 3,845,555 728,322 2,078,314 35,984,825
16,297 254,800
818,750 4,527,204
9,801,171 3,367,344 1,973,772 15,142,287
821,097 275 405,298 2,756,507
440,848 2,827,973
274,099 3,054,095
215,142 28,260 13,778 3,594,167
450,000 545,000 995,000
262,550 52,100 314,650
821,097 10,016,313 3,395,604 712,825 4,539,942 33,466,683
(515,837) 3,711,348 449,951 15,497 (2,461,628) 2,518,142
600,000 450,000 (219,288)
0 0 (65,052)
600,000 0 0 0 450,000 (284,340)
84,163 3,711,348 449,951 15,497 (2,011,628) 2,233,802
(86,012) 14,255,234 1,877,801 195,167 3,954,598 26,189,478
(1,849) 17,966,582 2,327,752 $ 210,664 $ 1,942,970 $ 28,423,280
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RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE
GOVERNMENT-WIDE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit A-6

Net change in fund balance-total governmental funds (See Exhibit A-5) $ 2,233,802

Amounts reported for governmental activities in the Statement of Activities
are different because:

Governmental funds report capital outlay as expenditures. However, in the Statement

of Activities the cost of assets is allocated over their useful lives and reported as

depreciation expense. Details of the adjustments are:

Capital outlay (less Internal Service additions of $505,043)............cccuiiiriiiiiiiiiiiiiieee e 3,594,170

Depreciation expense (less Internal Service depreciation expense of $439,437)...........ccccceviiiinnnn, (2,635,305)
The payment of principal on long-term debt consumes current financial resources of the

of the governmental funds. However, on the Statement of Net Assets, repayment of

principal is recorded as a reduction to long-term debt payable and does not have

any effect on net assets.

Long-term debt principal repayment..........o.o i 1,006,629
Change in interest expense ON debt.... ..o 71,814

The activities of the internal service funds are considered part of the governmental
activities on the Government-Wide Statements but are not reported in the
ToToXVZ=T a0 o 1= o1 e= I {0 0 Lo £SO PP PPPPRN 256,066

Increase in liability for the MTT APPEAIS. ......c.uiii e (918,062)

Revenues in the statement of activities that do not provide current financial resources (deferred
revenues) are not reported as revenues inthe funds................ooii 1,023,697

Pension asset change reported in the Statement of Activates does not provide current
financial resources and therefore is not reported as in the governmental funds.............................. (4,792,102)

Change in net assets of governmental activities $ (159,291)

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement
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STATEMENT OF NET ASSETS -- PROPRIETARY FUNDS
DECEMBER 31, 2006

CITY OF AUBURN HILLS

Exhibit A-7

ASSETS
CURRENT ASSETS
Cash and investments (NOtE C)......c.iniiiii e
Receivables:
A CCOUNES . ..ot
SPECIAI @SSESSIMENTS. ...ttt
Due from other funds (NOtE G).......ouiuieiii e
ACCIUB INTBIEST . ... et e
[NV g o] 1= S

LAND, BUILDINGS AND EQUIPMENT
Water @and SEWET MaAINS. .. ...ttt ettt aaas
Land and IMPrOVEMENES. ... ... et eenas
FaC it S. ..t
VBNICIES . .. e
(O (=T =Yo [UT o]0 1Y o | PPN

Less: Allowance for depreciation. ... ... ...
TOTAL CAPITAL ASSETS NET OF DEPRECIATION

Other non-current assets - unamortized discount & bond issuance costs.........................
TOTAL FOR NON-CURRENT ASSETS
TOTAL ASSETS
CURRENT LIABILITIES
Current portion of [oNg-term debt............cooiiiiiiii e
Accounts payable

Due to other fuNds (NOTE G).....c.eiiiii ettt e et e e e e e e abee e e e snnea e
Other IADIlHIES......eeeeeeee et ettt nee e st e eeneeeeeas

LONG TERM DEBT-Net of current portion.............cooueiiieiiiieiiee e

NET ASSETS:
Invested in capital assets net of related debt..............cooiiiii i
L0 =] 14 o1 (=Y F PP

TOTAL NET ASSETS

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement

Enterprise Funds

Water Sewer

$ 18,572,226

$ 680,206 800,139
6,238 2,648
563,816 1,700,170
0 30,324

71,445
1,321,705 21,105,507
29,331,295 31,049,793

2,227,866
2,222,308 95,879
33,781,469 31,145,672
5,869,284 6,799,361
27,912,185 24,346,311
27,912,185 24,346,311
29,233,890 45,451,818
1,968,146 987,127
64,176 23,866
79,311 2,266
2,111,633 1,013,259
2,111,633 1,013,259
27,912,185 24,346,311
(789,928) 20,092,248
$ 27,122,257 $ 44,438,559
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Enterprise Funds

Fieldstone Internal
Golf Club Total Service
$ $ 18,572,226 $ 1,896,026
1,480,345
8,886
2,263,986 1,467,435
30,324
34,905 106,350
34,905 22,462,117 3,363,461
60,381,088
8,397,496 8,397,496
7,880,086 10,107,952
3,669,080
22,510 2,340,697 919,294
16,300,092 81,227,233 4,588,374
1,890,453 14,559,098 3,410,639
14,409,639 66,668,135 1,177,735
1,716,882 1,716,882
16,126,521 68,385,017
16,161,426 90,847,134 4,541,196
885,000 885,000
142,137 3,097,410 46,941
2,281,176 2,369,218 35,850
103,883 185,460 1,472,448
3,412,196 6,537,088 1,555,239
12,170,000 12,170,000
15,582,196 18,707,088 1,555,239
3,071,521 55,330,017 1,177,735
(2,492,291) 16,810,029 1,808,222
$ 579,230 72,140,046 $ 2,985,957

Amounts reported for business-type activities in the
statement of net assets are different because:

Allocation of internal service fund (Fleet Management
fund) to business-type activities....................coooiiiinl. 813,974

Net assets of business-type activities $ 72,954,020
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STATEMENT OF REVENUES, EXPENSES AND CHANGES IN
FUND NET ASSETS -- PROPRIETARY FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS

Exhibit A-8

OPERATING REVENUE

L= ] o = T =T
LA o] T T o[ PP
Hydrant and equipment rental.......... ..o
Water ConNECtioN Charges. .........cuiuiii e

VENICIE TENTAI TEES. ... e
GlBEIN BB . .ttt
GOl ANt FENTAIS. ...t e
Practice range fEES. .. ...
MErChaNdiSE SAIES...... ..o
FOOd & DEVEIage SAIES. ..... .
Other Operating INCOMIE. ... .. it e e e e e e e e es

OPERATING EXPENSES

SalANES AN WAGES. .. . et
Fringe DENEfitS. ... o s
T o] 1P
CONTrACEA SEIVICES. ... ittt ettt
Other Operating EXPENSES. ... ... it
AdMINIStrative Charges. ...
Cost of water and sewage diSpOSal...........ovuiuiiiiiiiie e
Depreciation and amortization............c.ouiiiii
TOTAL OPERATING EXPENSES

TOTAL OPERATING INCOME (LOSS)

NONOPERATING REVENUES (EXPENSES)
INtEreSt @ArNEd. ... ..o e
INEEIE St EXPENSE. ... e
PrOPEIY FaXES. ..ot
(O =T 1 g Tote] 1 4 1= VSR TPP
TOTAL NONOPERATING REVENUE (EXPENSE)
INCOME (LOSS) BEFORE OPERATING TRANSFERS & CAPITAL CONTRIBUTIONS

CAPITAL CONTRIBUTIONS
Capital and [ateral Charges. ..........oiuiuiii s
Developer CONDULIONS. .. ... . aeens
TOTAL CAPITAL CONTRIBUTIONS
LOSS BEFORE OPERATING TRANSFERS

OPERATING TRANSFERS
LI = 153 (TS T (o T
TOTAL OPERATING TRANSFERS
CHANGE IN NET ASSETS

Net assets-beginning Of year-..........oo.i i

NET ASSETS AT END OF YEAR

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement

Enterprise Funds

Water Sewer
3,663,569

$ 3,870,818

94,500
64,637
230,119 175,124
4,052,825 4,045,942
556,945 170,792
347,487 92,245
107,530 18,413
395,897 223,554
370,988 396,626
527,706 380,616
2,402,809 3,641,506
1,030,823 788,631
5,740,185 5,712,383
(1,687,360) (1,666,441)
9,818 824,992
182,196 183,846
192,014 1,008,838
(1,495,346) (657,603)
63,680 302,435
361,050 24,835
424,730 327,270
(1,070,616) (330,333)
32,526 (186,762)
32,526 (186,762)
(1,038,090) (517,095)
28,160,347 44,955 654
27,122,257 $ 44,438,559
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Enterprise Funds

Fieldstone Internal
Golf Club Total Service
$ 3,663,569
3,870,818
94,500 $ 1,221,136
64,637
0 671,070
$ 1,244,407 1,244,407
7,942 7,942
64,359 64,359
80,150 80,150
437,010 437,010
15,453 420,696 94,260
1,849,321 9,948,088 1,986,466
346,354 1,074,091 301,067
133,418 573,150 161,743
203,166 329,109 407,942
584,402 1,203,853 85,068
255,608 1,023,222 324,414
908,322
6,044,315
434,001 2,253,455 604,120
1,956,949 13,409,517 1,884,354
(107,628) (3,461,429) 102,112
18,772 853,582 86,866
(637,589) (637,589)
501,001 501,001
366,042 163,056
(117,816) 1,083,036 249,922
(225,444) (2,378,393) 352,034
366,115
385,885
0 752,000 0
(225,444) (1,626,393) 352,034
438,576 284,340
438,576 284,340 0
213,132 (1,342,053) 352,034
366,099 2,633,923
$ 579,231 $ 2,985,957

Amounts reported for business-type activities in the statement of
activities are different because the business-type activities of the
internal service fund have been added to these activities...................... 95,964

Change in net assets of business-type activities $ (1,246,089)
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STATEMENT OF CASH FLOWS -- PROPRIETARY FUNDS
DECEMBER 31, 2006

CITY OF AUBURN HILLS

Exhibit A-9

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from CUSTOMENS. .......ccuuiiiiiiie et e et e s e e et e e et e e e sneeeesnnaeeesnneeens
Cash payments for goods @nd SEIVICES.........cueieiuiiiiiiee e eee e see e e e s e e s e e eneee e,
Cash payments to employees
Other operating expenses.................
Other Operating INCOMIE.......cii it s e et e e s e e e st e e enae e e s nseeeenaeeesnneeeenees
NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Operating tranSTErs N ..o
Other NONOPErating MECEIPTES. .....coiiiiieiiiee ettt e e ee e ees
NET CASH PROVIDED BY NONCAPITAL FINANCING ACTIVITIES

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Principal paid on long term debt
Interest paid on 1ong term debt........ ... s
Capital and [ateral Charges. ........o.iuieiii e
Purchase of capital @SSEtS.........ccciiiiiiiieiiie e
NET CASH PROVIDED BY (USED IN) CAPITAL AND RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Interest received on INVESIMENTS...........oooiiiii e eeeeeeenneeeas
NET CASH PROVIDED BY INVESTING ACTIVITIES

Net increase (decrease) in cash and cash equivalents................cccoeiiiiiiiiiiii e
Cash and cash equivalents-Beginning of year............ccooiiiiiiie e

Cash and cash equivalents-end Of YEaI...........coiuiiiiiiiiiee e

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH
PROVIDED BY (USED FOR) OPERATING ACTIVITIES

OPErating INCOME (I0SS). . .. eueiniie ittt et e e e e e e et e e e et aenes

ADJUSTMENTS TO RECONCILE OPERATING INCOME (LOSS) TO NET CASH
PROVIDED BY (USED FOR) OPERATING ACTIVITIES

Depreciation and amortization €XPenSe. .........coiiiiiiiiii
Decrease (increase) in accounts receivable. ... ......o.viiiiiiii i
Decrease (increase) in special assessments receivable..................cocoviiiiiiiiiiinn
Decrease (increase) in INVENTOIY... ..o
Increase (decrease) in accounts payable.............c.oeiiiiiiiiii
Increase (decrease) in due to other funds............cooiiiiiiiii i
Increase (decrease) in accrued payroll and other liabilities..............ccoooviiiiiiiiinnnen.
Total AdJUSIMENTES. ... ..o
Net cash provided by (used in) operating activities................cooeiiiiiiiiie

~— —

~ ~—

NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES:

During the year ended December 31, 2006, developers contributed $385,885 of mains to the City, of which $361,050 were

water mains while the remaining $24,835 were sewer mains.

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement

Enterprise Funds

Water Sewer

$ 3,611,919 3,803,854
(2,353,507) (3,772,435)
(855,723) (268,510)
(896,619) (777,242)
389,256 175,124
(104,674) (839,209)
216,926 (2,362)
358,846 24,281
575,772 21,919
63,680 302,435
(559,833) (31,956)
(496,153) 270,479
25,055 808,644

25,055 808,644

0 261,833

0 18,310,393

$ 0 18,572,226
$ (1,687,360) (1,666,441)
1,030,823 788,631
(53,791) (69,105)

2,141 2,141

2,075

552,729 111,038
(12,571) (2,245)
61,280 (3,228)
1,582,686 827,232
$ (104,674) (839,209)

26



Enterprise Funds

Fieldstone
Golf Internal
Club Total Service
$ 1,847,377 9,263,150 1,892,206
(677,950) (6,803,892) (570,769)
(476,132) (1,600,365) (364,965)
(256,090) (1,929,951) (324,414)
1,941 566,321
439,146 (504,737) 632,058
438,576 653,140
501,000 884,127 163,056
939,576 1,637,267 163,056
(765,000) (765,000)
(642,963) (642,963)
366,115
(591,789) (688,443)
(1,407,963) (1,633,637) (688,443)
18,771 852,470 86,866
18,771 852,470 86,866
(10,470) 251,363 193,537
10,470 18,320,863 1,702,489
$ 0 18,572,226 1,896,026
$ (107,628) (3,461,429) 74,001
434,001 2,253,455 642,788
(122,896)
4,282
(484) 1,591
109,618 773,385 (250,990)
1,264 (13,552) 2,510
2,375 60,427 34,938
546,774 2,956,692 429,246
$ 439,146 (504,737) 503,247
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STATEMENT OF FIDUCIARY NET ASSETS

FIDUCIARY FUNDS
DECEMBER 31, 2006
CITY OF AUBURN HILLS Exhibit A-10
Retiree Pension
Agency Health Care Trust
Fund Trust Fund Fund
ASSETS
(072 1] o I ([} (= O TSR $ 11,564,024 $ 1,428 122,163
Receivables:
Accrued interest and dividends.................ooooiiiii 1,451
Investments at fair value:
Mutual funds.......coo 3,155,568 26,691,296
TOTAL ASSETS 11,564,024 3,156,996 26,814,910
LIABILITIES
Undistributed tax collections............cccccoeeeiiiiiiiieeie e, 11,564,024
TOTAL LIABILITIES 11,564,024 0 0
NET ASSETS
Held in trust for pension benefits and other purposes.............. $ 0 3 3,156,996 26,814,910

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement
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STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit A-11
Retiree Pension
Health Care Trust
Trust Fund Fund
ADDITIONS
Contributions:
EMPIOYEr. ..o $ 2,907,000 1,501,895
Plan Members.........c.cooiiiiiiiii e 225,732
TOTAL CONTRIBUTIONS 2,907,000 1,727,627
Investment earnings:
Net increase in fair value of investments................... 134,961 1,952,744
Interest.... ..o 115,691 444 576
Dividends.......c.ooviiii 467,751
TOTAL INVESTMENT EARNINGS 250,652 2,865,071
Less: investment expenses...........cccovvvviiiininennannn. (656) (102,462)
NET INVESTMENT EARNINGS 249,996 2,762,609
TOTAL ADDITIONS 3,156,996 4,490,236
DEDUCTIONS
Pension benefits.............ccooiiiiiiii 1,016,851
TOTAL DEDUCTIONS 0 1,016,851
CHANGE IN NET ASSETS 3,156,996 3,473,385
Net assets-beginning of the year.....................c.oe. 0 23,341,525
NET ASSETS-END OF THE YEAR $ 3,156,996 26,814,910

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement
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STATEMENT OF NET ASSETS -- COMPONENT UNITS

DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit A-12
TIFA 85-A TIFA 85-B
ASSETS
Cash and investments (NOte M)..... ..ot $ 6,425,825 $ 3,684,254
Receivables:
L= 2 923,470 1,324,044
ACCIUEA INtEIESE. ..o 5,056 2,811
(=T o I (N[0 L= 1Y PSP 5,137,435
Land Improvements (NOTE M). ... ans 1,152,865
Buildings & Improvements (NOte M)........oiuiie e
Office Equipment and FUMiture........ ... e
Construction in progress (NOE M).......cc.ueiiiiiiiiiiee et s e e e enaea e 6,720
Roads and other infrastructure (Note M).........c.oiiiii s 14,668,791 1,905,086
TOTAL ASSETS 28,313,442 6,922,915
LIABILITIES AND FUND EQUITY
LIABILITIES
ACCOUNES PAYADIE. ...t 52,517 14,028
Retainages payable. .. ... 14,432
Due to other governmental UNits. ............o.oiiii e 3,240,343 1,094,474
(8o T=T= T T=To I (VL= o TN TN 923,470 1,324,044
Long-term debt (NOte IM).... ... e e 93,291 488,447
TOTAL LIABILITIES 4,324,053 2,920,993
NET ASSETS
Investment in capital assets-net of related debt..................cooiiii 20,959,091 1,911,806
Restricted for Programis. ... ..o 3,030,298 2,090,116

TOTALNETASSETS $ 23,989,389 § 4,001,922

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement
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Economic

Brownfield Development

TIFA 86-D Authority Corporation Total
$ 2,749,976 $ 1,366,840 9,549 $ 14,236,444
2,081,714 363,652 4,692,880
7,867
2,017,211 7,154,646
1,152,865
18,586,734 18,586,734
193,668 193,668
0 6,720
836,827 17,410,704
26,466,130 1,730,492 9,549 63,442,528
7,796 74,341
2,000 16,432
33,766 4,368,583
2,081,714 363,652 1,600 4,694,480
1,477,908 2,059,646
3,603,184 363,652 1,600 11,213,482
21,634,440 44,505,337
1,228,506 1,366,840 7,949 7,723,709
$ 22,862,946 $ 1,366,840 7,949 $ 52,229,046
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STATEMENT OF ACTIVITIES
COMPONENT UNITS
FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit A-13

Program Revenues

Operating
Charges for Grants and
Expenses Services Contributions
COMPONENT UNITS
TIF A B5-A e $ 751,584
TIFA B5-B. .t 196,889
TIFA BB-D..ooeiee e 580,576
Brownfield Authority. ... 354,941
Economic Development Corporation............c..cocovuviiiiiiiinininnenen. 789 0
TOTAL COMPONENT UNITS $ 1,884,779 $ 0 $ 0

General revenues

Use of money and property..........ccoevevviiiiininiiineenenns.
Total General Revenues, Transfers and Extraordinary Iltem

Change in Net Assets
Net assets - beginning........ ..o

Net Assets -- Ending

See Exhibit A-14, The Notes to Financial Statements are an integral part of the statement
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Net (Expense) Revenue and Changes in Net Assets

Economic
Brownfield Development
TIFA 85-A TIFA 85-B TIFA 86-D Authority Corporation Total

(751,584) (751,584)

$ (196,889) (196,889)

(580,576) (580,576)

$ (354,941) (354,941)

$ (789) (789)

(751,584) (196,889) (580,576) (354,941) (789) (1,884,779)
1,462,298 $ 1,709,744 2,143,026 $ 1,309,211 6,624,279
281,831 132,489 103,114 34,330 $ 254 552,018
1,744,129 1,842,233 2,246,140 1,343,541 254 7,176,297
992,545 1,645,344 1,665,564 988,600 (535) 5,291,518
22,996,844 2,356,578 21,197,382 378,240 8,484 46,937,528
23,989,389 $ 4,001,922 22,862,946 $ 1,366,840 $ 7,949 52,229,046
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NOTES TO THE FINANCIAL STATEMENTS

CITY OF AUBURN HILLS EXHIBIT A-14

NOTE A-DESCRIPTION OF CITY OPERATIONS, REPORTING ENTITY AND FUND TYPES

The City of Auburn Hills was incorporated in 1983 out of the former Pontiac Township. The City covers an area of approximately 17.5 square miles
and provides services to its 19,837 residents (2000 U. S. Census of Population) in many areas including police and fire protection, street maintenance,
water and sewer services, community enrichment and recreation services, as well as other general governmental functions. The City is governed by
an elected, seven-member non-partisan Council. The Council elects one of its members to serve as mayor.

As required by generally accepted accounting principles, these financial statements present the financial position and results of operation of the City of
Auburn Hills (the primary government) and its component units. The component units discussed below are included in the City’s reporting entity
because of the significance of their operational or financial relationships with the City.

Blended Component Units:

The Auburn Hills Building Authority is a legally separate entity governed by a five-member Board that is appointed entirely by the City Council.
It is reported as if it was part of the primary government because its primary purpose is to finance and construct the City’s public facilities.

Discretely Presented Component Units:

The following component units are reported within the component unit column in the government-wide financial statements. They are reported
in a separate column to emphasize that they are legally separate from the City.

The Tax Increment Finance Authorities (TIFAs) are governed by a seven-member Board. The Board is appointed by the Mayor and confirmed
by the City Council. The City can significantly influence the operations of the TIFA Board since the City Council approves the TIFA budgets.
The TIFAs were created to finance infrastructure improvements within certain boundaries of the City.

The Brownfield Authority is governed by a five-member Board. The Board is appointed by the Mayor and confirmed by the City Council. Since
the City Council appoints the Brownfield Authority, the City can significantly influence the operations of the Authority. The five-member board
is comprised of one member of the City Council and four citizens at-large. The Brownfield Authority was created to provide a means for
financing remediation of Brownfield (environmentally contaminated) sites within the City.

The Economic Development Corporation (EDC) is governed by a nine-member Board. This Board is appointed by the Mayor and confirmed
by the City Council. Accordingly, the City can significantly influence the operations of the Economic Development Corporation. The EDC was
created to provide a means and method for the encouragement and assistance of industrial and commercial enterprises in relocating,
purchasing, constructing, improving or expanding within the City. The EDC may issue industrial revenue bonds as a means of providing
financing for certain enterprises.

Although no separate financial statements are prepared for the component units, all financial information can be obtained from the City’'s
Finance Department.

NOTE B- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the City of Auburn Hills conform to accounting principles generally accepted in the United States of America (GAAP) as
applicable to governmental units. The following is a summary of significant accounting policies used by the City of Auburn Hills.

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e. the statement of net assets and the statement of activities) report information on all of the non-
fiduciary activities of the primary government and its component units. For the most part, the effect of inter-fund activity has been removed
from these statements. Governmental activities, which normally are supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely to a significant extent on fees and charges for support. Likewise, the primary government
is reported separately from certain legally separate component units for which the primary government is financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a given function, or segment, are offset by program
revenues. Direct expenses are those that are clearly identifiable with a specific function or segment. Program revenues include 1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges provided by a given function or segment and
2) grants and contributions that are restricted to meeting the operational or capital requirements of a particular function or segment. Taxes
and other items not properly included among program revenues are reported instead as general revenues.
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NOTES TO THE FINANCIAL STATEMENTS

CITY OF AUBURN HILLS EXHIBIT A-14

Government-Wide and Fund Financial Statements

Separate financial statements are provided for governmental funds, proprietary funds, fiduciary funds, and the component units even though
the fiduciary fund statements are excluded from the government-wide financial statements. Major individual governmental funds and major
individual enterprise funds are reported as separate columns in the fund financial statements.

Measurement Focus

The accounting and financial reporting treatment applied to a fund is determined by its measurement focus.

The government-wide financial statements are reported using the economic resources measurement focus and the accrual basis of
accounting, as are the proprietary fund, the fiduciary fund and the component unit financial statements. Revenue is recorded when earned
and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes are recognized as
revenue in the year for which they are levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.

Governmental fund financial statements are accounted for using a current financial resources measurement focus and the modified accrual
basis of accounting. Revenue is recognized as soon as it is both measurable and available for use. Revenue is considered to be available if it
is collected within the current period or soon enough thereafter to pay liabilities of the current period. Expenditures generally are recorded
when a liability is incurred, as under accrual accounting. However, debt service expenditures, as well as expenditures related to claims and
judgments, are recorded only when payment is due. For this purpose, the City considers all revenues to be available if they are collected
within 60 days of the end of the fiscal year. The following major revenue sources meet the availability criterion: state-shared revenue, state
gas and weight tax revenue, and interest associated with the current fiscal year. Conversely, special assessments and federal grant
reimbursements will be collected after the period of availability; receivables have been recorded for these, along with a “deferred revenue”
liability. Revenues which are considered measurable, but not available are recorded as a receivable and deferred revenue.

The City reports the following major governmental Funds:

a. The General Fund is the general operating fund of the City. It is used to account for all financial resources of the City which are not
required to be accounted for in other funds.

b. The Major Streets Fund is used to account for the revenues received from the State of Michigan under Act 51 which are specifically
earmarked for construction and maintenance of roads designated as major streets in the City.

C. The Local Streets Fund is used to account for the revenues received from the State of Michigan under Act 51 which are specifically
earmarked for construction and maintenance of roads designated as local streets in the City.

d. The Police Fund is used to account for the revenues and expenditures of the City of Auburn Hills Police Department. This fund is
financed primarily through a separate millage specifically for Police services.

e. The Fire Fund is used to account for the revenues and expenditures of the City of Auburn Hills Fire Department. This fund is financed
primarily through a separate millage specifically for Fire services.

f. The Brown Road Special Assessment Fund is used to account for the funding and payment of principal and interest on debt issued in
1999 for the paving of Brown Road adjacent to the Auburn Mile Development. Property tax special assessments are made to the
business in this development.

g. The Street Improvement Fund is used to account for the revenues specifically designated for street improvements in the City. The fund
is funded primarily through General Fund appropriations as well as the balance of bond proceeds specifically for street improvements.

Proprietary Funds are used to account for City operations which are similar to those often found in the private sector. All proprietary funds are
accounted for on a flow of economic resources measurement focus. With this measurement focus, all assets and all liabilities associated with
the operation of these funds are included on the balance sheet. Fund equity (i.e. net total assets) is segregated into contributed capital and
retained earnings components. Proprietary fund-type operating statements present increases (i.e. revenues) and decreases (i.e. expenses) in
net total assets.

The City reports the following major proprietary funds:

a. The Water Fund accounts for the operations of the City’s Water Department which provides water services to all residents of the City
on a user charge basis.

b. The Sewer Fund accounts for the operations of the City’s Sewer Department which provides sewage disposal services to City residents
on a user charge basis.
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NOTES TO THE FINANCIAL STATEMENTS

CITY OF AUBURN HILLS EXHIBIT A-14

Measurement Focus
c. The Fieldstone Golf Club Fund is used to account for the operations of the City’s municipal golf course, Fieldstone Golf Club. This fund
is funded primarily through user fees charged to individuals using these facilities.

Additionally, the City reports the following fund types:

a. Internal Service Funds are used to record the financing of services provided by the City to other departments and funds on a cost
reimbursement basis.

b. Three Fiduciary funds: the Agency, Pension Fund, and Retiree Health Care Trust.

The Agency Fund is used to account for assets held by the City as an agent for other governments or other funds. Agency funds
are custodial in nature (assets equal liabilities) and do not involve the measurement or results of operations.

Beginning in 2004, the Pension Fund was changed over from a third party managed activity to a City held and controlled trust.
There is a Pension Board made up of nine members that administer the Pension Plan. The Pension trust holds the resources for
the members and beneficiaries of the defined benefit pension plan. There are no restrictions on the assets to pay any particular
member or beneficiary of either fund.

Beginning in 2006, the City created a Retiree Health Care Trust (RHCT). The RHCT is administered by a nine member Board.
The RHCT holds the resources for the qualified retirees and their dependents and/or beneficiaries for retiree health care
insurance. There are no restrictions on the assets to pay any particular member or beneficiary of either fund.

Private sector standards of accounting issued prior to December 1, 1989 are generally followed in both the government-wide and proprietary
fund financial statements to the extent that those standards do not conflict with the standards of the Governmental Accounting Standards
Board. The City has elected not to follow private sector standards issued after November 30, 1989 for its business-type activities.

As a general rule, the effect of inter-fund activity has been eliminated from the government-wide financial statements. Exceptions to this
general rule are charges between the City’s water and sewer function and various other functions of the City. Eliminations of these charges
would distort the direct costs and program revenues reported for the various functions concerned.

Proprietary funds distinguish operating revenue and expenses from non-operating items. Operating revenue and expenses generally result
from charges to customers for sales and services. The Water and Sewer Funds also recognize the portion of tap fees intended to recover
current costs (e.g., labor and materials to hook up new customers) as operating revenue. The portion intended to recover the cost of the
infrastructure is recognized as non-operating revenue. Operating expenses for proprietary funds include the cost of sales and services,
administrative expenses, and depreciation on capital assets. All revenue and expenses not meeting this definition are reported as non-
operating revenue and expenses.

Property Taxes

Property taxes and other revenue that are both measurable and available for use to finance operations of the City are recorded as revenue
when earned. Other revenue is recorded when received.

Properties are assessed as of December 31 and the related property tax becomes a lien on December 1 of the following year. The related
property taxes are billed December 1 with the final collection date of February 28 before the delinquent taxes are turned over to the County for
collection and payoff. Property taxes to finance 2006 operations were assessed December 31, 2004, levied on December 1, 2005, and
substantially collected in January and February, 2006. See Note K for further information.

Property taxes levied December 1, 2006 will be used to finance the operations in 2007. As such, these taxes are recorded as deferred
revenue in each respective fund at December 31, 2006.

Cash Equivalents

For purposes of the statement of cash flows, the proprietary funds consider all highly liquid investments with an original maturity of three
months or less to be cash equivalents.

Investments

Investments are recorded at fair value, based on quoted market prices.

Receivables and Payables

In general, on the fund based statements, outstanding balances between funds are reported as “due to/from other funds.” However, any
residual balances outstanding between the governmental activities and the business-type activities are reported in the government-wide
financial statements as “internal balances.” All trade and property tax receivables are shown net of allowance for uncollectible amounts.
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NOTES TO THE FINANCIAL STATEMENTS

CITY OF AUBURN HILLS EXHIBIT A-14

Inventories and Prepaid Items

Inventories in the business-type activities are valued at cost, on a first-in, first-out basis which approximates market value. Inventories of
governmental funds are recorded as expenditures when consumed rather than when purchased. Certain payments to vendors reflect costs
applicable to future years and are recorded as prepaid items in both government-wide and fund financial statements.

Fixed Assets

Fixed assets, which include property, plant, equipment, infrastructure assets (e.g. roads, and storm water drains), are reported in the
applicable governmental or business-type activities column in the government-wide financial statements. Capital assets are defined by the
City as assets with an initial individual cost of more than $2,500 and an estimated useful life in excess of one year. Such assets are recorded
at historical cost or estimated historical cost if the original purchase price is not available. Donated capital assets are recorded at estimated
fair market value at the time of donation.

Depreciation on property and equipment is computed using the straight-line method over the estimated useful lives of the related assets. The
estimated useful lives are:

Water and Sewer Mains 50 years
Vehicles 3-5 years
Office Furniture and Equipment 3-5 years
Machinery and Equipment 5 years
Buildings and Improvements 30-35 years
Roads 40 years
Storm Drains 50 years

Long-Term Liabilities

In the government-wide financial statements and the fund financial statements for the proprietary fund types, long term debt and other long
term obligations are reported as liabilities in the applicable governmental activities, business type activities or proprietary fund type statement
of net assets.

In the governmental fund financial statements, the face amount of the debt issued is reported as other financing sources in the period when
the debt was issued. Bond premiums received on debt issuances are reported as other financing sources while bond discounts are reported
as other financing uses in the period that the bonds were issued. Issuance costs are reported in the same period as the bond issuance and
are reported as debt service expenditures.

Employee Vacation and Sick Time

City employees are granted vacation in varying amounts based on length of service. Vacation pay is accrued and fully vested when earned;
upon termination, employees are paid accumulated vacation at full rates to a limit of their maximum accrual which varies by bargaining unit.

All employees accrue one day of sick time monthly. This sick time is fully vested when earned. Any accrued amount in excess of 240 hours is
paid at full rates at the end of each year. Upon termination, employees are paid for their remaining sick time at full rates.

The liability for this accrued sick and vacation time is reported in the Accrued Sick and Vacation Internal Service Fund.

Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for amounts that are not available for appropriation or
are legally restricted by outside parties for use for a specific purpose. Designations of fund balance represent tentative management plans
that are subject to change.
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Restricted Net Assets

Assets which are restricted net assets for specified uses by bond debt requirements, grant provisions, or other external requirements are
classified as restricted net assets. Following is a list of restricted net assets:

Police $ 17,966,582
Fire 2,327,752
Brown Road Special Assessments 4,802,664
Tree Ordinance 551,711
Drug Forfeiture 48,235
Police Grants and Donations 6,898
Metro Act 96,877
Library Expansion 115,970

Total Restricted Assets  $ 25,916,689

In addition, the $7,723,709 restricted net assets of the component units are restricted to be spent in accordance with the respective TIFA,
Brownfield and EDC plan documents.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the period. Actual results
could differ from those estimates.

NOTE C-CASH AND CASH EQUIVALENTS

Michigan Compiled Laws, Section 129.91 (Public Act 20 of 1943, as amended) authorizes local governmental units to make deposits and
invest in the accounts of federally insured banks, credit unions, and savings and loan associations that have offices in Michigan. The local unit
is allowed to invest in bonds, securities, and other direct obligations of the United States or any agency or instrumentality of the United States;
repurchase agreements; bankers’ acceptances of United States banks; commercial paper rated within the two highest classifications that
matures not more than 270 days after the date of purchase; obligations of the State of Michigan or its political subdivisions that are rated as
investment grade; and mutual funds composed of investment vehicles that are legal for direct investment by local units of government in
Michigan. To the extent that cash from various funds has been pooled in an investment, related investment income is allocated to each fund
based on relative participation in the pool.

The Pension Trust Fund is authorized by Michigan Public Act 314 of 1965, as amended, to invest in certain reverse repurchase agreements,
stocks, diversified investment companies, annuity investment contracts, real estate leased to public entities, mortgages, real estate (if the trust
fund’s assets exceed $250 million), debt or equity of certain small business, certain state and local government obligations, and certain other
specified investment vehicles.

The City adopted Public Act 149 of 1999 which allows the City to invest retiree health care funds in vehicles allowed under Michigan Public Act
314 of 1965.

The City has designated six banks for the deposit of local unit funds. The investment policy adopted by the commission in accordance with
Public Act 196 of 1997 has authorized investment in bonds and securities of the United States government and bank accounts and CDs. The
City’s deposits and investment policies are in accordance with statutory authority.

The City’s cash and investments are subject to three types of risk, which are examined in more detail below:

Custodial Credit Risk of Bank Deposits - Custodial credit risk is the risk that in the event of a bank failure, the government’s deposits may
not be returned to it. The City’s investment policy restricts depository accounts to federally insured institutions located within the state of
Michigan (consistent with state law). At year end, the City had $26,611,726 of bank deposits (certificates of deposit, checking and savings
accounts) that were uninsured and uncollateralized. The City believes that due to the dollar amounts of cash deposits and the limits of FDIC
insurance, it is impractical to insure all deposits. As a result, the City evaluates each financial institution with which it deposits funds and

assesses the level of risk of each institution; only those institutions with an acceptable estimated risk level are used as depositories.
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Interest Rate Risk - Interest rate risk is the risk that the value of investments will decrease as a result of a rise in interest rates. The City’s investment
policy restricts the average maturity of investments to two (2) years with the exception of long-term debt or capital fund investments which may be
invested in securities matched to cash flow requirements with a maximum maturity of five (5) years. The City’s pension and retiree health investment
policies restrict cash equivalents to a dollar-weighted maturity of ninety (90) days or less. At year end, the City’s investments have the following range
of maturity dates:

Maturity (Years)
Governmental Unit Fair Value <1 1-5 6-10 >10

Pension Pooled Funds $ 8,813,466
(weighted maturity of 6.01 yrs)

Credit Risk - State law limits investments in commercial paper to the top two ratings issued by nationally recognized statistical rating organizations.
The City’s general investment policy further limits investments to: commercial paper to the highest rating (A-1/P-1); bankers’ acceptances whose long-
term debt rating is at least an A; obligations of this state or its political subdivisions to the highest rating (A-1/P-1); pooled funds with a rating of at least
an A

The City’s pension fund and retiree health care investment policies require the fixed income managers to have no more than 15% of the portfolio in
non-investment grade securities (BB to CCC rated) with at least 80% of the non-investment grade consisting of B-rated or higher securities. As of
December 31, 2006, the pension fund's fixed income portfolio held non-investment grade securities that represented approximately 1% of the total
fixed income portfolio.

As of year end, the credit quality ratings of debt securities (other than the U.S. government) are as follows:

Investment

Governmental Unit Type Rating Fair Value Rating Agency
Primary Government Pooled Funds Aaa $ 33,829,567 Moody's
Component Units Pooled Funds Aaa 10,144,589 Moody's

Trust & Agency Pooled Funds Aaa 6,515,311  Moody's
Retiree Health Care Pooled Funds Aaa 1,411  Moody's
Pension Pooled Funds Not Rated 122,163

Pooled Funds AA+ 8,813,466 S &P

NOTE D-DEFERRED REVENUE

Governmental funds report deferred revenue in connection with receivables for revenue that is not considered to be available to liquidate liabilities of
the current period. Governmental funds also defer revenue recognition in connection with resources that have been received but not yet earned. At
the end of the current fiscal year, the various components of deferred revenue are as follows:

Unavailable Unearned
Property Taxes $ 20,979,893
Special Assessments $ 4,634,000
Other 1,753,014
Total Deferred Revenue $ 6,387,014 $ 20,979,893
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NOTE E-FIXED ASSETS

Capital asset activity of the City's governmental and business-type activities was as follows:

Governmental Activities

Capital assets not being depreciated:

Land & Improvements

Capital assets being depreciated
Office Furniture & Equipment
Machinery & Equipment
Vehicles

Buildings & Improvements
Storm Drains

Roads

Subtotal

Accumulated Depreciation:
Office Furniture & Equipment
Machinery & Equipment
Vehicles

Buildings & Improvements
Storm Drains

Roads

Subtotal

Net capital assets being depreciated
Net capital assets

Business-Type Activities

Capital assets not being depreciated:

Land
Land Improvements
Construction-in-Progress

Subtotal

Capital assets being depreciated:
Water & Sewer Mains

Machinery & Equipment
Buildings and Improvements
Vehicles

Subtotal

Accumulated Depreciation:
Water & Sewer Mains
Machinery & Equipment
Buildings and Improvements
Vehicles

Subtotal

EXHIBIT A-14

Balance at Balance at
Jan. 1, 2006 Additions Deletions Dec. 31, 2006
$ 5,004,573 $ 12,077 - $ 5,016,650
878,609 878,609
3,054,402 337,536 99,796 3,292,142
5,341,857 477,380 143,912 5,675,325
14,917,249 1,325,023 16,242,272
5,878,324 5,878,324
61,625,127 1,947,195 63,572,322
91,695,568 4,087,134 243,708 95,538,994
773,583 57,279 830,862
1,939,578 386,978 95,526 2,231,030
4,451,054 504,584 143,912 4,811,726
4,457,138 443,367 4,900,505
511,738 117,566 629,304
13,932,483 1,564,968 15,497,451
26,065,574 3,074,742 239,438 28,900,878
65,629,994 1,012,392 4,270 66,638,116
$ 70,634,567 $ 1,024,469 4270 $ 71,654,766

Balance at Balance at
Jan. 1, 2006 Additions Deletions Dec. 31, 2006
$ 8,314,199 $ - - $ 8,314,199
83,297 83,297
1,997,700 1,997,700 -
10,395,196 - 1,997,700 8,397,496
59,995,203 385,885 60,381,088
2,611,209 17,487 37,399 2,591,297
7,911,465 2,196,486 10,107,951
875,221 178,903 53,932 1,000,192
71,393,098 2,778,761 91,331 74,080,528
9,071,101 1,425,185 10,496,286
1,971,939 375,986 35,799 2,312,126
1,610,592 318,627 1,929,219
676,331 128,810 53,932 751,209
13,329,963 2,248,608 89,731 15,488,840
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NOTE E-FIXED ASSETS
Balance at Balance at
Jan. 1, 2006 Additions Deletions Dec. 31, 2006
Business-Type Activities
Net Capital Assets being depreciated 58,063,135 530,153 1,600 58,591,688
Net Capital assets $ 68,458,331 $ 530,153 $ 1,999,300 $ 66,989,184

Depreciation expense was charged to programs of the primary government as follows:

Governmental Activities

Management and Planning $ 37,297
Public Safety 424,286
Streets, highways & public improvements 2,045,879
Community and economic development 919
General Support 126,924
Internal Services 439,437
Total Governmental-Type Activities 3,074,742

Business-Type Activities

Water 1,030,823
Sewer 788,631
Fieldstone Golf Club 264,471
Internal Services 164,683
Total Business-Type Activities 2,248,608

Total Depreciation Expense $ 5,323,350

NOTE F-LONG-TERM DEBT (including current portions)

Long-term debt of the City is as follows:
Balance at Balance at Due Within
Jan. 1, 2006 Additions Reductions Dec. 31, 2006 One Year

Governmental Activities

5.5% to 6.0% Library Improvement Bonds

Issued 12/1/94, Original Issue Amount-

$3,600,000 $ 495,000 $ - 8 (495,000) $ - $ -
4.6% to 6.0% John E. Olsen Drain Project,

Issued 7/1/96, Original Issue Amount-

$950,000 (2) 675,000 (50,000) 625,000 50,000
10.25% Land Contract for Land Purchases

Issued 6/30/96, Original Issue Amount-

$150,000 (3) 11,629 (11,629) - -
4.5% to 5.5% Special Assessment Bonds

Issued 12/1/99, Original Issue Amount-

$7,250,000 (1) 5,075,000 (450,000) 4,625,000 475,000
Tax Tribunal Cases (4) 1,294,944 1,131,614 (213,551) 2,213,007
Total Governmental Activities $ 7,551,573 $ 1131614 § (1,220,180) $ 7,463,007 $ 525,000
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NOTE F-LONG-TERM DEBT (including current portions)
Balance at Balance at Due Within
Jan. 1, 2006 Additions Reductions Dec. 31, 2006 One Year

Business-Type Activities
10.25% Land Contract for Land Purchases

Issued 6/30/96, Original Issue Amount-

$250,000 (3) $ 19,380 $ (19,380) $ - 8 -
3.45% to 5.0% City of Auburn Hills Building

Authority Bonds, Issued 4/28/99, Original Issue

Amount-$14,900,000 13,820,000 (765,000) 13,055,000 885,000

Total Business-Type Activities 13,839,380 - (784,380) 13,055,000 885,000

Grand Total-All Primary Government Long-Term
Debt (Including Current Portion) $ 21,390,953 $ 1131614 § (2,004,560) $ 20,518,007 $ 1,410,000

(1) The special assessment bonds represent the financing of public improvements that benefit specific districts; these districts are specially assessed,
at least in part, for the cost of the improvements. At December 31, 2006, the City has $210,664 available in the Debt Service Funds for repayment of
these bonds. In addition, there is $4,592,000 of special assessments receivable in the future. Under Michigan law, the City is secondarily liable for
payment of these bonds.

(2) The Olsen Drain project debt payment is recorded in the Storm Water Management Capital Project Fund and is funded using general operating
funds, which are transferred from the General Fund.

(3) These amounts represent the City liability of a land contract related to the purchase of land from an individual in 1997. The General Fund and the
Fieldstone Golf Club enterprise fund have both shared in the cost of this acquisition, which was used to provide additional land for Fieldstone Golf
Club.

(4) Tax Tribunal cases represent the amount of City property tax assessments which have been contested and are subject to repayment contingent
upon the determination of the Michigan Tax Tribunal.

Defeased Debt-In 1999, the Building Authority defeased certain bonds by placing the proceeds of new bonds in an irrevocable trust to provide for all
future debt service payments on the old bonds. Accordingly, the trust account assets and the liability for the defeased bonds are not included in the
general purpose financial statements. At December 31, 2006, $12,800,000 of bonds outstanding is considered defeased.

The annual requirements to pay principal and interest on the obligations (excluding tax tribunal cases) outstanding as of December 31, 2006 are
shown below:

Governmental Activities:

Principal Interest Total
2007 $ 525,000 $ 275,125 $ 800,125
2008 550,000 248,700 798,700
2009 575,000 220,975 795,975
2010 600,000 191,950 791,950
2011 650,000 161,075 811,075
2012-2016 2,350,000 274,063 2,624,063
Totals 5,250,000 1,371,888 6,621,888

Business-Type Activities:

Principal Interest Total
2007 885,000 610,468 1,495,468
2008 790,000 572,855 1,362,855
2009 860,000 538,885 1,398,885
2010 895,000 501,045 1,396,045
2011 1,185,000 461,218 1,646,218
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NOTE F-LONG-TERM DEBT (including current portions)
Principal Interest Total
2012-2016 6,880,000 1,417,588 8,297,588
2016-2017 1,560,000 78,000 1,638,000
Totals 13,055,000 4,180,059 17,235,059
Total Primary Government
2007 1,410,000 885,593 2,295,593
2008 1,340,000 821,555 2,161,555
2009 1,435,000 759,860 2,194,860
2010 1,495,000 692,995 2,187,995
2011 1,835,000 622,293 2,457,293
2012-2016 9,230,000 1,691,651 10,921,651
2016-2017 1,560,000 78,000 1,638,000
Totals $ 18,305,000 $ 5,551,947 $ 23,856,947

By statute, the City general obligation debt is restricted to 10% of the equalized value of all property in the City. Certain obligations, such as special
assessment debt, are not subject to this limitation. At December 31, 2006 the City's debt limit amounted to $286,937,403 and indebtedness subject to
the limitation aggregated $13,680,000.

NOTE G-INDIVIDUAL FUND INTERFUND RECEIVABLE AND PAYABLE BALANCES

The composition of interfund balances is as follows:

Receivable Fund Payable Fund Amount
Non-major governmental funds General Fund $ 11,782
Maijor Streets 195
Local Streets 268
Police Fund 12,068
Fire Fund 2,523
Non-major governmental funds 96
Internal Service Fund 373
Water and Sewer Funds 810
Fieldstone Golf Club 116
Total Non-major governmental funds 28,231
Sewer Fieldstone Golf Club 1,700,170
Water Fieldstone Golf Club 563,816
Accrued Sick and Vacation Fund General Fund 465,636
Major Streets 35,807
Local Streets 17,778
Police Fund 620,571
Fire Fund 175,206
Internal Service Fund 35,477
Non-major governmental funds 12,654
Water and Sewer Funds 87,232
Fieldstone Golf Club 17,074
Total Accrued Sick and Vacation Fund 1,467,435
Total $ 3,759,652

These balances result from the time lag between dates that goods and services are provided or reimbursable expenditures occur, transactions are
recorded in the accounting system, and payments between funds are made.

43



NOTES TO THE FINANCIAL STATEMENTS

CITY OF AUBURN HILLS

NOTE H-INTERFUND TRANSFERS

Interfund transfers reported in the fund financial statements are comprised of the following:

EXHIBIT A-14

Fund Transferred From Fund Transferred To Amount
General Fund Maijor Streets $ 550,000
Local Streets 600,000
Fieldstone Golf Club 219,288
Non-Major Governmental Funds 1,700,000
Total General Fund 3,069,288
Major Streets Water and Sewer Funds 65,052
Sewer Fieldstone Golf Club 219,288
Total $ 3,353,628

The transfers from the General Fund to the Major and Local Street Funds were to supplement the Act 51 resources provided by the
State of Michigan for the maintenance of major and local roads ($550,000 and $600,000 respectively). The transfers to the non-major
governmental funds were to provide funds for park improvement projects ($150,000), to provide funds for sidewalk maintenance
($25,000), to provide funds for drainage projects ($275,000), and to provide for funds for street construction projects ($1,250,000). The
transfer from Major Streets to the Water and Sewer funds represents a repayment for funds provided to Major Streets for a major road
project in 1996. The fund transfers from General and Sewer to the Fieldstone Golf Club were provided to support the current year's
operations.

NOTE I-RETIREMENT PLANS

DEFINED BENEFIT PLAN

Plan Description - The City contributes to a single-employer defined benefit pension plan. This plan was available to all full-time
employees hired prior to 1998, but is no longer available to new employees. The system provides retirement, disability and death
benefits to plan members and their beneficiaries. The plan is administered through the City of Auburn Hills Pension Board. Due to its
nature, the plan does not issue an annual financial statement, either as a stand-alone financial report, or by inclusion in the report of a
public employee retirement system or another entity.

Funding Policy - The obligation to contribute to and maintain the system for these employees was established by negotiation with three
collective bargaining units. The plan required a contribution of 31.95% of gross wages for 2006.

Annual Pension Cost - For the year ended December 31, 2006, the City’s annual pension cost of $1,595,976 was equal to the City’s
required contribution of $1,384,529, less interest of $292,173 on the net pension asset, plus an annual required contribution adjustment
in 2006 for $503,620. The net pension asset amount at the end of 2006 was reduced by $4,698,021 to adjust prior year estimates in
the annual pension cost. The City’s actual contribution for the year ended December 31, 2006 was $1,501,895. The annual required
contribution was determined as part of an actuarial valuation at January 1, 2005, using the individual entry age normal cost method.

Significant actuarial assumptions used include (a) a 7.5% investment rate of return, (b) projected salary increase of 5% per year
compounded annually and (c) postretirement benefit increases of 5% per year where appropriate. Both (a) and (b) include an inflation
component of 2.5%. The actuarial value of assets was determined using techniques that smooth the effects of short-term volatility over
a four-year period. The unfunded actuarial liability is being amortized as a level percentage of payroll on a closed basis. The
remaining amortization period is 13 years.

Three year trend information is as follows:
As of December 31
2006 2005 2004
Annual Pension Cost $ 1595976 $ 1,064,358 $ 1,196,676
Percentage of Annual Pension Cost Contributed 94.1% 148.2% 173.8%

Net Pension Asset (3,801,560) (8,593,662) (8,080,751)
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NOTE I-RETIREMENT PLANS

Actuarial Valuation

January 1, January 1, January 1,
2006 2005 2004

Actuarial Value of Assets $ 23,341,525 $ 21,163,078 $ 18,229,129
Actuarial Accrued Liability (Entry Age) 33,270,684 30,440,335 30,459,067
Unfunded Actuarial Accrued Liability 9,929,159 9,277,257 12,229,938
Funded Ratio 70.2% 69.5% 59.8%
Covered Payroll 4,285,822 4,333,426 4,666,254
Unfunded Actuarial Accrued Liability as a

Percentage of Covered Payroll 231.7% 2141% 262.1%

For the year ended December 31, 2006, the City's annual pension cost and net pension asset for the current year is:

Annual Required Contribution $ 1,384,529
ARC Adjustment 503,620
Interest on Net Pension Asset (292,173)
Annual Pension Cost 1,595,976
Contributions made (1,501,895)
Decrease / (Increase) in Net Pension Asset 94,081
Adjustment to Net Pension Asset Estimate 4,698,021
Net Pension Asset Beginning of the Year (8,593,662)

Net Pension Asset End of the Year

DEFINED CONTRIBUTION PLAN

5 _(3,801560)

EXHIBIT A-14

The City established a defined contribution plan in 1998 to provide an alternative to the defined benefit plan. The International City
Managers Association (ICMA) administers the plan, and the City Council has authority over plan provisions and contribution
requirements. The defined contribution pension plan is the only plan available to employees hired after January 1, 2000. In a defined
contribution plan, benefits depend solely on amounts contributed to the plan plus investment earnings. At December 31, 2006, there
were 195 members. The City is required to contribute between 9% and 12% of total salaries. Employees may contribute up to 100%
of their salaries not to exceed amounts limited by statute. In accordance with these requirements, the City contributed $665,970
during the current year and employees contributed $372,135. Employees are vested after 5 years of service. Plan provisions and
contribution requirements are established by the City Council and collective bargaining and may be amended.

POST-EMPLOYMENT BENEFITS

The City provides health care benefits to former City Council members and retired full-time City employees in accordance with labor
contracts and personnel policies. There were 44 retirees (79 including their spouses and dependents) eligible for health care benefits
as of December 31, 2006. The City includes pre-Medicare retirees and their dependents in its insured health care plan, with no
contribution required by the participant. The City purchases Medicare supplemental insurance for retirees eligible for Medicare.
Expenditures for post-employment health care benefits are recognized as the insurance premiums become due. During 2006, the
amount expended for post-employment benefits was $481,779.

Beginning in 1997, the City started a formal method to pre-fund this growing liability. An actuarial valuation of the accrued liability for
this benefit was first done for the period ending December 31, 1997. Beginning in 1999, the actuarial recommended percentage of
payroll was contributed to the Retirees Health Care fund to assure funding for this benefit will be available in future years. This fund
has a fund balance of $3,276,366 as of December 31, 2006. Total contributions of $910,693 were made to this fund in 2006.

Effective December 31, 2008 the Governmental Account Standards Board Statement 45 will require government-wide financial
statements to recognize the cost of providing retiree health care coverage over the working life of the employee, rather than at the time
the health care premiums are paid. The City of Auburn Hills has been accruing for postretirement benefits since 1999. An actuarial
determined percent of the employee’s payroll is expensed and transferred to a Retiree Health Benefit fund each payroll.
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NOTE J-RISK MANAGEMENT, CONTINGENCIES, AND COMMITMENTS

The City is exposed to various risks of loss related to property loss, torts, errors and omissions and employee injuries (worker's compensation), as well
as medical benefits provided to employees. The City has purchased commercial insurance for most of these potential risks. In 2004, the City became
self insured for property damage to City vehicles under $75,000. Settled claims relating to the commercial insurance have not exceeded the amount
of insurance coverage in any of the past five years.

Under provisions of a contractual agreement signed in 1995 between the City and the Cardell Corporation, the City received a cash advance during
2006 in the amount of $139,196 to provide operating funds for the Fieldstone Golf Club Fund. A total of $2,176,927 in cash advances have been
received from the Cardell Corporation under the provisions of this contractual agreement. Repayment of this advance is only required when the
Fieldstone Golf Club Fund reaches a specified cash balance. Because repayment of this advance is required only after the Fieldstone Golf Club Fund
reaches specific cash balance levels, these advances have been recorded as revenue in the Fieldstone Golf Club Fund.

The City is aware of several asserted claims. It is the opinion of the City that any material future liability arising from these claims would be within the
limits of the City’s insurance coverage. No provision has been made in the accompanying basic financial statements for potential liability, if any, that
may arise from these suits.

During 2003, the State of Michigan asserted a claim for a refund of school taxes captured for Tax Increment Financing Authority (TIFA) purposes.
This issue has not been settled. It is the City’s belief that the majority of the funds were captured and spent in accordance with all applicable laws and
regulations regarding tax increment financing. To be conservative, the City has recorded a liability of $4,368,583 to cover any future reimbursement to
the State of Michigan.

NOTE K-PROPERTY TAXES

The City property tax is levied each December 1 on the taxable valuation of property located in the City as of the preceding December 31. On
December 31, the property tax attachment is an enforceable lien on property and is payable by the last day of the next February following. Taxable
values are established annually by the City and are equalized by the County. The 2005 taxable valuation of the City totaled approximately $2,450
million of which approximately $701 million is captured by the Tax Increment Financing Authority (TIFA) and $30.2 million by the Brownfield Authority.
The City property tax levy for 2005 (which was collected primarily in 2006) was composed of the following components:

Maximum
Allowable
Millage Millage Tax
Levy Purposes Rate Rate Revenue

General Operating 2.1100 21125 $ 4,276,080
Fire Department 1.7604 1.7604 3,488,808
Police Department 5.9857 5.9857 11,862,185
Library 0.7041 0.7041 1,418,375
Library Expansion Debt Millage 0.2300 1.0000 460,632
Captured Property Taxes 7,200,979
Total City Property Tax Levy 10.7902 N/A $ 28,707,059

By agreement with Oakland County, the County purchases at face value the real property taxes receivable returned delinquent each March 1st. As a
result the City receives 100% of real property taxes levied for the year regardless of delinquencies. The County does not purchase the delinquent
personal property taxes. However, the City has a number of ways to effect collection of delinquent personal property taxes.

The amounts are recognized in the respective general, special revenue, and debt service funds as property tax revenue.
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NOTE L-CONSTRUCTION CODE FEES

The City oversees building construction, in accordance with the State’s construction code act, including inspection of building construction and
renovation to ensure compliance with the building codes. The City charges fees for these services. Beginning January 1, 2000, the law requires that
collection of these fees be used only for construction code costs, including an allocation of estimated overhead costs. A summary of the current year
activity and cumulative shortfall since January 1, 2000 is presented as follows:

Shortfall at December 31, 2005 $ (3,114,278)
Building Permit Revenue 480,324

Related Expenses

Direct Costs (Building & Community Development) 787,829
Estimated Indirect Costs 111,264
Total Construction Code Expenditures 899,093

Cumulative Shortfall at December 31, 2006  $ (3,533,047)

NOTE M-COMPONENT UNIT DISCLOSURES

The City of Auburn Hills has five component units. The five units consist of three tax increment financing authorities: TIFA A, TIFA B, and TIFA D, the
Brownfield Authority and the Economic Development Corporation. The financial information for the component units is found in Exhibits A-12 and A-
13.

Unearned Revenue
Property taxes levied in December 2006 that will be recognized as revenue in 2007 in the amount of $4,692,880 are shown as unearned
revenue.

Cash and Cash Equivalents

The cash and cash equivalents of the City’s components units reflected in the financial statement consist of deposits, certificates of deposits, and
bank investment pools and are shown in more detail in Note C. The bank investment pools are regulated by the Michigan Banking Act, and the fair
value of the position in the pool is the same as the value of the pool shares. The investments are not categorized because they are not evidenced by
securities that exist in physical or book entry form.

Long-Term Debt

The long-term debt for the component units of the City of Auburn Hills is presented below

Balance at Additions Balance at Due Within
Jan. 1, 2006 (Reductions Dec. 31, 2006 One Year
Tax Tribunal Cases $ 874,837 $ 1,184,809 $ 2,059646 $ -

No Commitment Debt

Excluded from the component unit Long-Term Debt are revenue bonds issued by the Economic Development Corporation to acquire and lease
property to third parties. The revenue bonds issued are payable solely from the net revenue derived from the respective leases and are not a general
obligation of the City. After these bonds are issued, all financial activity is taken over by the paying agent. The bonds and related lease contracts are
not reflected in the City’s financial statements. As of December 31, 2006, there were 5 series of Economic Development Bonds outstanding. The
aggregate principal amount outstanding could not be determined. However, their original issue amounts totaled $16,850,000.

47



NOTES TO THE FINANCIAL STATEMENTS

CITY OF AUBURN HILLS

NOTE M-COMPONENT UNIT DISCLOSURES

Property and Equipment

The following table summarizes the changes in the fixed assets of the component units:

Capital assets not being depreciated:
TIFA 85-A (Land)

TIFA 86-D (Land)

TIFA 86-A (Construction in Progress)
TIFA 86-D (Construction in Progress)
Subtotal

Capital assets being depreciated:
TIFA 85-A (Land Improvements)

TIFA 85-A (Roads)

TIFA 86-B (Roads)

TIFA 86-D (Roads)

TIFA 86-D (Buildings & Improvements)
TIFA 86-D (Furniture and Equipment)

Subtotal

Accumulated depreciation

TIFA 85-A (Land Improvements)

TIFA 85-A (Roads)

TIFA 86-B (Roads)

TIFA 86-D (Roads)

TIFA 86-D (Buildings & Improvements)
TIFA 86-D (Furniture and Equipment)

Subtotal
Net Capital Assets being depreciated

Net capital assets

EXHIBIT A-14
Balance at Deletions & Balance
Jan. 1, 2006 Additions Adjustments Dec. 31, 2006
$ 5,137,435 $ 5,137,435
2,017,211 2,017,211
$ 6,720 6,720
3,311,813 2,944,264 6,256,077 -
10,466,459 2,950,984 6,256,077 7,161,366
868,838 373,924 1,242,762
16,777,320 - 16,777,320
1,904,978 210,263 2,115,241
645,105 252,000 897,105
13,659,530 6,256,077 19,915,607
215,187 215,187
33,855,771 7,307,451 - 41,163,222
Balance at Deletions & Balance
Jan. 1, 2006 Additions Adjustments Dec. 31, 2006
37,107 52,790 89,897
1,689,096 419,433 2,108,529
159,903 50,253 210,156
41,000 19,277 60,277
909,184 419,689 1,328,873
21,519 21,519
2,836,290 982,961 - 3,819,251
31,019,481 6,324,490 - 37,343,971
$ 41,485,940 $ 9,275,474 $ 6,256,077 $ 44,505,337
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CITY OF AUBURN HILLS EMPLOYEE PENSION PLAN

ANALYSIS OF FUNDING PROGRESS

FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit B-1
Unfunded
AAL as a
Actuarial Actuarial Percentage
Actuarial Value of Accrued Unfunded Funded Covered of Covered
Valuation Assets Liability AAL Ratio Payroll Payroll
Date (a) (b) (b-a) (a/b) (c) (b-a)/c
12/31/05 $ 23,341,525 33,270,684 $ 9,929,159 702% $ 4,285,822 231.7%
12/31/04 21,163,078 30,440,335 9,277,257 69.5% 4,333,426 214.1%
12/31/03 18,229,129 30,459,067 12,229,938 59.8% 4,666,254 262.1%
12/31/02 14,199,574 27,723,143 13,523,569 51.2% 4,408,490 306.8%
12/31/01 15,243,527 26,007,423 10,763,896 58.6% 4,524,623 237.9%
12/31/00 15,424,423 22,637,823 7,213,400 68.1% 4,874,253 148.0%

See Exhibit A-14, Notes to Financial Statements
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CITY OF AUBURN HILLS EMPLOYEE PENSION PLAN
SCHEDULE OF EMPLOYER CONTRIBUTIONS
FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit B-2
Payments
Fiscal Annual
Year Valuation Required Percent
Ending Date Contribution Contributed
12/31/2006 1/1/2005 $ 1,384,529 108.5%
12/31/2005 1/1/2004 1,670,414 94.4%
12/31/2004 1/1/2003 1,736,504 119.8%
12/31/2003 1/1/2002 1,591,762 57.4%
12/31/2002 1/1/2001 1,125,465 78.1%
12/31/2001 1/1/2000 889,899 85.5%

The information presented above was determined as part of the actuarial valuations at the dates indicated. Additional
information as of December 31, 2005, the latest actuarial valuation, follows:

Actuarial Cost Method..............cocoviiiiiiiiiiin, Individual Entry Age
Amortization Method................cciii Level Percent of Payroll, Closed
Remaining Amortization Period.......................... 13 Years
Asset Valuation Method.................cooiins Market Value
Actuarial Assumptions:
Investment Return..............coooviiiiiiinnnn. 7.50%
Projected Salary Increases..............c.ccoceeuans 5.00%
Cost of Living Adjustments.................c..oeeeee 5.00% For eligible members
Inflation.........cooiii 5.00%

See Exhibit A-14, Notes to Financial Statements
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MAJOR FUNDS
FUND DESCRIPTIONS

General Fund-The General Fund is the general operating fund of the City. It is used to account for all financial resources
of the City which are not required to be accounted for in other funds.

Major Streets-This fund is used to account for the revenues received from the State of Michigan under Act 51 which are
specifically earmarked for construction and maintenance of roads designated as major streets in the City.

Local Streets-This fund is used to account for the revenues received from the State of Michigan under Act 51 which are
specifically earmarked for construction and maintenance of roads designated as local streets in the City.

Police-The Police fund is used to account for the revenues and expenditures of the City of Auburn Hills Police Department.
This fund is financed primarily through a separate millage specifically for Police services.

Fire-The Fire fund is used to account for the revenues and expenditures of the City of Auburn Hills Fire Department. This fund
is financed primarily through a separate millage specifically for Fire Department services.

Brown Road Special Assessment Debt-This fund is used to account for the funding and payment of principal and interest
on debt issued in 1999 for the paving of Brown Road adjacent to the Auburn Mile Development. Property tax
special assessments are made to the businesses in this development.

Street Improvement-This fund is used to account for the revenues specifically designated for street improvements in
the City. This fund is funded primarily through General Fund appropriation as well as the balance of bond proceeds
specifically for street improvements.
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SCHEDULE OF REVENUE AND TRANSFERS IN

BUDGET AND ACTUAL -- GENERAL FUND

FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit B-3
Actual
Over (Under)
Original Final Amended
Budget Budget Actual Budget
OPERATING REVENUE
TAXES
Current property taxes.............cceeeeevevnn... $ 3,999,134 3,999,134 $ 4,276,079 $ 276,945
Tax collectionfee............cccoeiiiiiiiinnss 862,422 862,422 1,014,209 151,787
TOTALS 4,861,556 4,861,556 5,290,288 428,732
LICENSES AND PERMITS
Building permits............cooeieiiiiiiiiiieanees 375,000 375,000 166,208 (208,792)
Electrical permits............coooii 80,000 80,000 99,660 19,660
Heat, vent, & AC permits......................... 80,000 80,000 61,350 (18,650)
Plumbing permits............cccoociviiiininnan.e. 47,000 47,000 38,499 (8,501)
Business licenses and permits 48,150 48,150 23,340 (24,810)
Other licenses and permits...................... 100,025 100,025 134,758 34,733
TOTALS 730,175 730,175 523,815 (206,360)
CHARGES FOR SERVICES
Engineering services............c.ccocevinennnn. 120,000 120,000 124,782 4,782
Plan review fees............ccocoviiiiiiiiiiininenn, 185,000 185,000 108,746 (76,254)
Recreation programs and activities........... 84,800 84,800 82,081 (2,719)
Senior citizen programs and activities........ 100,418 100,418 104,738 4,320
TOTALS 490,218 490,218 420,347 (69,871)
STATE SOURCES
SMART (transportation) grant.................. 41,878 41,878 3,658 (38,220)
Stateaid grant.............cocoeiiiiiiiii 0 0 0 0
State shared revenue sharing.................. 1,621,704 1,621,704 1,580,493 (41,211)
TOTALS 1,663,582 1,663,582 1,584,151 (79,431)
USE OF MONEY & PROPERTY
Interest revenue............coocoeiiiiii. 200,000 200,000 1,429,521 1,229,521
Sale of fixed assets............ccoceviiiiininnn, 0 0 0 0
Building rental............cc.cooiiiiiiiiiinn, 569,923 569,923 569,923 0
TOTALS 769,923 769,923 1,999,444 1,229,521
ADMINISTRATIVE & INTERFUND CHARGES
Administrative charges........................... 1,236,763 1,236,763 1,236,763 0
Interfund charges.............coooiiiiiininee, 2,453,126 2,453,126 2,453,126 0
TOTALS 3,689,889 3,689,889 3,689,889 0
OTHER REVENUE..........coeiiiiiiceeaeans 889,000 889,000 752,941 (136,059)
TOTAL REVENUE $ 13,094,343 13,094,343 $ 14,260,875 $ 1,166,532
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SCHEDULE OF EXPENDITURES AND APPROPRIATIONS
BUDGET AND ACTUAL -- GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS

EXHIBIT B-4

LEGISLATIVE

City CouNCil.......ccviiiii

MANAGEMENT & PLANNING

ASSESSOr . .. ettt
City Clerk. ... oo
Public Services Administration...............................
City Manager.......c.oviiiiiie e,
Finance. ..o
General Administration...................oc
Pension Board..............ccooiiiiiiiii
Management Information Systems........................
TrEASUIEI . ...t
TOTALS

STREETS, HIGHWAYS & PUBLIC IMPROVEMENTS

Capital Improvements..............coooviiiiiiiiiiiiiiins

COMMUNITY & ECONOMIC DEVELOPMENT

BUIldiNg....ceeei
Economic Development...........c.cooooiiiiiininn..
Community Development............ccccceeeeiiieeiiiee e
Planning Commission & Zoning Board of Appeals......
Recreation..........cooviiiiii
Grant Expenditures...........ccoooiiiiiiiiiiiii,
Senior CitiZeNns. ......c.oviiii

GENERAL SUPPORT

Facilities......ccoiii
Parks and Grounds...............cooiiiii

CAPITAL OUTLAY

TrEASUIEI.....ie i
Facilities. ......cveuiiiii
Parks and Grounds............coooiiiiiiiiiiiie,
Capital Improvements.............cccooiiiiiiiiiinieene.
Management Information Systems........................

DEBT SERVICE

MTT refunds........coiiii s
Principal...... oo
INterest. ..o

TOTALS

TOTAL EXPENDITURES

Actual

Over (Under)

Original Final Amended

Budget Budget Actual Budget

$ 234,317 $ 234,317 $ 238,503 $ 4,186
880,264 880,264 829,099 (51,165)
446,277 446,277 412,009 (34,268)
0 0 12,763 12,763
510,374 510,374 570,908 60,534
431,284 431,284 378,440 (52,844)
670,700 670,700 504,312 (166,388)
50,000 50,000 51,493 1,493
485,140 485,140 492,382 7,242
483,046 483,046 452,547 (30,499)
3,957,085 3,957,085 3,703,953 (253,132)
368,800 368,800 368,800 0
884,568 884,568 923,160 38,592
0 0 4,018 4,018
536,171 536,171 520,191 (15,980)
0 0 0
451,002 451,002 484,882 33,880
51,490 51,490 50,597 (893)
381,427 381,427 404,277 22,850
2,304,658 2,304,658 2,387,125 82,467
1,224,417 1,224,417 1,265,139 40,722
1,429,219 1,429,219 1,514,857 85,638
2,653,636 2,653,636 2,779,996 126,360
0 0
168,700 168,700 142,606 (26,094)
24,000 24,000 (24,000)
12,077 12,077 12,077 0
234,500 234,500 66,471 (168,029)
439,277 439,277 221,154 (218,123)
50,000 50,000 4,501 (45,499)
0
0
50,000 50,000 4,501 (45,499)
10,007,773 10,007,773 9,704,032 (303,741)
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TRANSFERS

Special Revenue:
Major Streets.......o.ovviiiiiiii
Local Streets..........cccooiviiiiii

Park Improvements..............cccooiiiiiinin..
Sidewalks ........ociviiiiiii

Capital Projects:
Street Improvement..............cocooiiiiinin.
Storm Water Management...........................

Proprietary Funds:
Fieldstone Golf Club...............ccoooviiiint.
TOTALS

TOTAL TRANSFERS

TOTAL EXPENDITURES AND TRANSFERS

Actual

Over (Under)
Original Final Amended
Budget Budget Actual Budget
550,000 550,000 $ 550,000 $ 0
600,000 600,000 600,000 0
0 0 0 0
150,000 150,000 150,000 0
25,000 25,000 25,000 0
1,325,000 1,325,000 1,325,000 0
1,250,000 1,250,000 1,250,000 0
275,000 275,000 275,000 0
1,525,000 1,525,000 1,525,000 0
219,288 219,288 219,288 0
219,288 219,288 219,288 0
3,069,288 3,069,288 3,069,288 0
13,077,061 13,077,061 $ 12,773,320 $ (303,741)
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SCHEDULE OF REVENUES AND OTHER SOURCES
BUDGET AND ACTUAL -- OTHER MAJOR FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS EXHIBIT B-5
Actual
Over (Under)
Original Final Amended
Budget Budget Actual Budget
MAJOR STREETS
State SOUICES. ....cvuiiiiiiic e $ 963,829 $ 963,829 $ 945,302 $ (18,527)
Use of money and property.........c.ccocovvuienennene.. 3,502 3,502 22,538 19,036
General fund appropriation.............cccoceviiiniiinnn, 550,000 550,000 550,000 0
Other .. e 0 0 4,050 4,050
TOTALS $ 1,517,331 $ 1,517,331 $ 1,521,890 $ 4,559
LOCAL STREETS
State SOUMCES. ... .oeeveiei e $ 292,075 $ 292,075 $ 288,181 $ (3,894)
Use of money and property.........ccccocovvivenennann.. 3,000 3,000 16,029 13,029
Other revenuUes..........covvveiiiiiiie e, 4,000 4,000 1,050 (2,950)
General fund appropriation..............cocevviiiiinn, 600,000 600,000 600,000 0
TOTALS $ 899,075 $ 899,075 $ 905,260 $ 6,185
POLICE
Property taxes........coooiiiiiiiii $ 11,253,001 $ 11,253,001 $ 11,862,185 $ 609,184
Licenses and permits...........cocooviiiiiiiinininnenn. 15,000 15,000 20,750 5,750
Charges for Services. .........cccovveviiiiiniiiniinens 493,000 493,000 520,846 27,846
Fines and forfeitures..........cccocoeiiiiiiiiiiecccee 230,000 230,000 220,999 (9,001)
Federal SOUICES........covviiiiiiiiiii e, 0 0 190,902 190,902
State SOUMCES. ... 42,100 42,100 62,901 20,801
Use of money and property............c.ccoovvvenennenn.. 360,000 360,000 828,258 468,258
Other. . e 11,500 11,500 20,820 9,320
TOTALS $ 12,404,601 $ 12,404,601 $ 13,727,661 $ 1,323,060
FIRE
Property taXxes..........cooiiiiiiiii e $ 3,311,813 $ 3,311,813 $ 3,488,808 $ 176,995
Charges for services. .........oocovveiviiiiiiiiinienenn, 173,000 173,000 234,173 61,173
Use of money and property.........c.ccocevvinenennene.. 60,000 60,000 104,316 44,316
Other. e 500 500 18,258 17,758
TOTALS $ 3,545,313 $ 3,545,313 $ 3,845,555 $ 300,242

BROWN ROAD SPECIAL ASSESSMENT DEBT

Special assessmMents............c.ceeevveiniiinieineiinnnn. $ 420,000 $ 420,000 $ 420,000 $ 0
Use of money and property.........c..ccocovvvnenennenes. 301,708 301,708 308,322 6,614
TOTALS $ 721,708 $ 721,708 $ 728,322 $ 6,614

STREET IMPROVEMENT

Use of money and property..............ccccoeevnennnn... $ 30,000 $ 30,000 $ 66,948 $ 36,948
General fund appropriation...............cocccvennnn. 1,250,000 1,250,000 1,250,000 0
DONatioNS. .. ..vuiiiiiiiei e 200,000 200,000 (200,000)

TOTALS $ 1,480,000 $ 1,480,000 $ 1,316,948 $ (163,052)
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SCHEDULE OF EXPENDITURES AND OTHER USES
BUDGET AND ACTUAL -- OTHER MAJOR FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS

EXHIBIT B-6

MAJOR STREETS
Personnel services.............cccooiiiiiiiiiiiinn.
Fringe benefits.............ccooiiiii
Supplies and services...........cocevveiiiineennenn..
Transfer to Waterfund.......................oooenil.
Transfer to Sewer fund..................ooooiinal.

LOCAL STREETS
Personnel services.........c.cooviiiiiiiiinen..
Fringe benefits.............ccooiiiiiii
Supplies and services...........cccovveiiiiniennennn.

POLICE
Personnel services.............ccoceviiiiiiiiiiiciann,
Fringe benefits.............oooiiiiiii
Supplies and services...........cocovveiiiiiiennenn..
Capital outlay..........cooovviiiiiiiiiieeee
Transfer to General Fund...............................

FIRE
Personnel services...........cccoveviiiiiniiiiinininn..
Fringe benefits.............o.co
Supplies and services..............cceeveiiiiiininnn..

Capital outlay..........coooviiiiiiii
TOTALS

BROWN ROAD SPECIAL ASSESSMENT DEBT

Debt service:
Principal payments............cccocoiiiiiiinin,
Interest payments............cocoiiiiiiiiiiiin,

TOTALS

STREET IMPROVEMENT
Supplies and Services..........ccceeveiiiiiianiininnns
Capital outlay..........cooviiiiiiiiieeeee
TOTALS

Actual

Over (Under)

Original Final Amended

Budget Budget Actual Budget
242,301 242,301 220,595 $ (21,706)
163,758 163,758 150,281 (13,477)
993,267 993,267 763,598 (229,669)
32,526 32,526 32,526 0
32,526 32,526 32,526 0
1,464,378 1,464,378 1,199,526 $ (264,852)
168,131 168,131 153,441 $ (14,690)
113,120 113,120 108,722 (4,398)
659,889 659,889 558,934 (100,955)
941,140 941,140 821,097 $ (120,043)
4,961,230 4,961,230 4,771,463 $ (189,767)
2,717,966 2,717,966 2,632,996 (84,970)
2,544,518 2,544,518 2,396,712 (147,806)
96,655 96,655 215,142 118,487
500,000 500,000 0 (500,000)
10,820,369 10,820,369 10,016,313 $ (804,056)
1,479,244 1,479,244 1,466,947 $ (12,297)
677,852 677,852 638,230 (39,622)
1,274,671 1,274,671 1,262,167 (12,504)
94,324 94,324 28,260 (66,064)
3,526,091 3,526,091 3,395,604 $ (130,487)
500 500 275 $ (225)
0

450,000 450,000 450,000 0
262,550 262,550 262,550 0
713,050 713,050 712,825 $ (225)
26,563 26,563 26,563 $ 0
2,690,000 2,690,000 3,115,833 425,833
2,716,563 2,716,563 3,142,396 $ 425,833
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NOTE TO REQUIRED SUPPLEMENTARY INFORMATION

The City employs the following procedures in establishing the budgetary data reflected in the financial statements:

1) Prior to the first Monday in August, City Departments, in conjunction with the Finance Office, prepare and submit their
proposed operating budgets for the year beginning January 1 to the City Manager. Budgets are prepared for almost all
funds of the City including the general fund, special revenue funds, debt service funds, capital project funds, internal
service fund, and enterprise funds. No budget is prepared for the agency fund or the Accrued Sick and Vacation
Internal Service fund.

2) The City Manager compiles and reviews such budget requests and then prepares recommendations and submits them
to the Council on or before September 1st of each year.

3) A Public Hearing is conducted to obtain taxpayers’ comments.

4) Not later than the first Monday in November, the budget is legally enacted through Council passage of the budget resolutions.

5) After the budget is adopted, any revisions that alter the total expenditures of a department or fund must be approved by
the City Council.

The budget is adopted by the City Council on an activity (individual department) basis for the General Fund and at the fund total
level for all other funds; expenditures at this level in excess of amounts budgeted are a violation of Michigan law. A comparison

of actual results of operations to the General Fund and other Major Governmental Funds service budgets are included in the
required supplementary information. Unexpended appropriations lapse at year end; encumbrances are not included as
expenditures or liabilities. The amount of encumbrances outstanding at December 31, 2006 has not been calculated. There were
no amendments to the current year budget.

Budgets shown were prepared on the same modified accrual basis used to reflect actual results. The budget has been prepared in
accordance with generally accepted accounting principles (GAAP), except that operating transfers have been included in the
“revenue” and “expenditures” categories, rather than as “other financing sources (uses)”.

Significant excesses of expenditures over appropriations in individual funds are presented below:
Excess
Expenditures

Capital Project Funds
Street Improvement $ 425,833

The Special Revenue Fund, Community Development Block Grant, the Capital Project Funds, Storm Water Management and Street
Improvement, and the Major Governmental Fund, Local Streets incurred deficit fund balances at the end of 2006. The fund deficits
are as follows: Community Development Block Grants ($31,897), Storm Water Management ($61,849), Street Improvement, ($5,927),
and Local Streets, ($1,849).
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OTHER
SUPPLEMENTAL INFORMATION

NON-MAJOR GOVERNMENTAL FUNDS
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COMBINING BALANCE SHEET -- NONMAJOR GOVERNMENTAL FUNDS

DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit C-1
Special Debt Capital
Revenue Service Projects Total
ASSETS
Cash and investments (Note C)..............ccceeuneinnne. $ 1,814,688 115,970 $ 241,065 $ 2,171,723
Receivables:
Due from other governmental units..................... 25,147 207,899 233,046
Due from other funds............cooiiiiiiiiiiiinnn. 28,230 28,230
ACCOUNES ... 624 76,000 76,624
Property taxes.......ooooiiii 0
TOTAL ASSETS 1,868,689 115,970 524,964 2,509,623
LIABILITIES AND FUND EQUITY
LIABILITIES
Accounts payable...........ccceiiiiiiiie e, 89,738 47,951 137,689
Wages payable..........coooeiiiiiiii 1,148 1,148
Retainages payable...........c.ccooooiiiiiiiii 0 0
Due to other funds 12,750 12,750
Deposits payable 126,894 126,894
Deferred revenue 4,273 283,899 288,172
TOTAL LIABILITIES 220,905 0 345,748 566,653
FUND BALANCES
Unreserved:
Undesignated.............cooeeiiiiiiiiiiiee, 1,647,784 115,970 179,216 1,942,970
TOTAL FUND BALANCES 1,647,784 115,970 179,216 1,942,970
TOTAL LIABILITIES AND FUND BALANCES $ 1,868,689 115,970 $ 524,964 $ 2,509,623
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COMBINING STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES -- NONMAJOR GOVERNMENTAL FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit C-2
Special Debt Capital
Revenue Service Projects Total
REVENUE
Property taxes.........cocoiiiiiiiiii $ $ 460,632 $ $ 460,632
Licenses and permits..........cocoviiiiiiiiiniinniinene
Charges for Services.........ccovviiiiiiiiiiiiiiiaeeen, 1,012,273 1,012,273
Fines and forfeitures.............cocoviiiiiiiiiiiin
Federal SOUIMCES. .......ouiieiiiieee e 191,112 191,112
State SOUMCES. ... o v 65,374 65,374
Use of money and property...........cccooevevviiiiiininannnnns. 109,483 5,204 6,523 121,210
Other reVENUE........cuieiii e 131,713 96,000 227,713
TOTAL REVENUE 1,509,955 465,836 102,523 2,078,314
EXPENDITURES
Current operations:
Legislative........ovieiiei 16,297 16,297
Management and planning..............cocoviiineennan.n. 818,750 818,750
Public safety........cooovviiii 1,973,772 1,973,772
Streets, highways, & public improvements................ 254,178 151,120 405,298
Community and economic development................... 439,730 1,118 440,848
General SUPPOIt........vuieiiiii e 274,099 274,099
Capital outlay........cccevviiiiii 13,778 0 13,778
Debt service:
Principal payments. ..o 495,000 50,000 545,000
INterest.....ccooiii 14,850 37,250 52,100
TOTAL EXPENDITURES 3,790,604 510,968 238,370 4,539,942
REVENUE OVER (UNDER) EXPENDITURES (2,280,649) (45,132) (135,847) (2,461,628)
OTHER FINANCING SOURCES
General fund transfers..........ccoooviiiiiiiiiiiias 175,000 0 275,000 450,000
Transfers-in........coooiiiiii 0 0 0
Transfers-out...........coooiiiiiii 0 0 0
TOTAL OTHER FINANCING SOURCES 175,000 0 275,000 450,000
EXCESS OF REVENUE AND OTHER
FINANCING SOURCES OVER (UNDER)
EXPENDITURES AND OTHER USES (2,105,649) (45,132) 139,153 (2,011,628)
Fund balances at beginningof year........................... 3,753,433 161,102 40,063 3,954,598
FUND BALANCES AT END OF YEAR $ 1,647,784 $ 115,970 $ 179,216  $ 1,942,970
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NON-MAJOR GOVERNMENTAL FUNDS EXHIBIT C-3
FUND DESCRIPTIONS

SPECIAL REVENUE FUNDS

Wayne-Oakland Disposal-This fund is used to account for the receipt and subsequent disbursement of "tipping fees" received
from the landfill operator of this landfill located in the City.

Retiree Health Care-This fund is used to account for the fees charged to City Departments as a percentage of payroll to begin
pre-funding of employee post-retirement health care costs based on actuarial assumptions.

Community Development Block Grant-This fund is used to account for the grant funds received from the Federal Government
through Oakland County for projects benefiting low and moderate income persons or projects defined as having an urgent need.

Park Improvement-This fund is used to account for the revenues and expenditures relating to improvements made to City parks.
This fund is primarily funded through State grants combined with General Fund appropriations.

Sidewalk Improvement-This fund is used to account for the revenues and expenditures relating to the construction and
replacement of City sidewalks and bike paths. This fund is primarily funded through General Fund appropriations.

Tree Ordinance-This fund is used to account for the funds received under Ordinance 483 of the City which requires deposits
and fees for the removal and replacement of protected species of trees.

State and Federal Drug Forfeiture-This fund is used to account for the money and property seized by the Police Department
from individuals involved in the use, sale and distribution of illegal drugs.

Police Grants and Donations-This fund is used to account for the revenues and expenditures related to grants and
donations that the Police Department received for operation of the DARE program and other associated law enforcement
grants.

Metro Act-This fund is used to account for the revenue received from the State of Michigan to be used for right-of-way
maintenance.

CAPITAL PROJECT FUNDS

Village Center Parking-This fund is used to account for the revenues and expenditures related to the construction of
surface parking lots in the Village Center. The parking lot projects are financed by contributions from other City funds as
well as charges to adjacent businesses that use the lots.

Storm Water Management-This fund is used to account for the revenues and expenditures relating to Storm Water

Management projects in the City. This fund is funded primarily through General Fund appropriations as well as
transfers from other City funds.

DEBT SERVICE FUND

Library Expansion-This fund is used to account for funding and payment of principle and interest on debt issued to finance
the renovation of the City Library. The City Library, a separate governmental entity, leases this facility from the City.
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COMBINING BALANCE SHEET-NON MAJOR SPECIAL REVENUE FUNDS

DECEMBER 31, 2006

CITY OF AUBURN HILLS

EXHIBIT D-1

Wayne- Retiree Community
Oakland Health Development Park
Disposal Care Block Grant Improvement
ASSETS
Cash and investments (Note C)......................... $ 78,115 101,748 $ - $ 435,548
Receivables:
Due from other governmental units................ 25,147
Due from otherfunds...................oooeeiinil, 22,559
Accounts receivable...................... 624
TOTAL ASSETS 78,115 124,931 25,147 435,548
LIABILITIES AND FUND EQUITY
LIABILITIES
Accounts payable...............cooiii 3,400 5,561 52,771 2,904
Deposits payable..........cccccoiiiiiiiiiiiiieeee 10,554
Due tootherfunds................oooiii,
Deferred revenue...............cccooviiiiiienininn. 4,273
TOTAL LIABILITIES 3,400 5,561 57,044 13,458
FUND BALANCES (DEFICIT)
Fund balances (deficit)-unreserved:
Undesignated............coooviiiiiiiiiiinien, 74,715 119,370 (31,897) 422,090
TOTAL FUND EQUITY (DEFICIT) 74,715 119,370 (31,897) 422,090
TOTAL LIABILITIES AND FUND EQUITY $ 78,115 124,931 $ 25,147 $ 435,548
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State & Police
Sidewalk Tree Federal Drug Grants and Metro
Improvement Ordinance Forfeiture Donations Act Total
$ 363,769 $ 665,691 48,234 $ 12,440 109,143 $ 1,814,688
25,147
5,671 28,230
624
369,440 665,691 48,234 12,440 109,143 1,868,689
9,654 3,182 12,266 89,738
113,980 2,360 126,894
0
4,273
9,654 113,980 - 5,542 12,266 220,905
359,786 551,711 48,234 6,898 96,877 1,647,784
359,786 551,711 48,234 6,898 96,877 1,647,784
$ 369,440 $ 665,691 48,234 $ 12,440 109,143 $ 1,868,689
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COMBINING STATEMENT OF REVENUE, EXPENDITURES AND
CHANGES IN FUND BALANCES (DEFICIT)--SPECIAL REVENUE FUNDS

YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS

EXHIBIT D-2

Wayne- Retiree Community
Oakland Health Development Park
Disposal Care Block Grant Improvement
REVENUE
Licenses and permits.................ccoeeeiinnis $ $ $ $
Charges for services..........c.cocvvviiiivinennnnnn. 910,693 330
Federal sOUrCes..........cocovviiiiiiiiiiniieen, 92,332
State SoUrces.........veovviiiiiiiii
Use of money and property......................... 5,101 46,673 16,037
Other revenues...........ccevvieeiiiiieniieeieene
TOTAL REVENUE 5,101 957,366 92,332 16,367
EXPENDITURES
Current operations:
Legislative...........cooiiii 16,297
Management and planning........................ 68,518 750,232
Public safety.........ccooviiiiii 1,867,669
Streets, highways, & public improvements... 134,271
Community and economic development...... 345,555 79,222 14,953
General support.........c.ccovviiiiiiiiinanen. 274,099
Capital outlay..........ccovviiiiiiiiie,
TOTAL EXPENDITURES 68,518 3,388,123 79,222 14,953
REVENUE OVER (UNDER) EXPENDITURES (63,417) (2,430,757) 13,110 1,414
OTHER FINANCING SOURCES (USES)
General fund transfer...........cccooovviiiininnnn. 150,000
Transfers In.......ooooviiiiiii,
Transfers Out...........cooviiiiiiiiiiiien
TOTAL OTHER FINANCING SOURCES (USES) 0 0 0 150,000
REVENUE AND OTHER SOURCES OVER
(UNDER) EXPENDITURES AND OTHER USES (63,417) (2,430,757) 13,110 151,414
Fund balance (deficit) at beginning of year...... 138,132 2,550,127 (45,007) 270,676
FUND BALANCE (DEFICIT) AT END OF YEAR $ 74715  § 119,370 $ (31,897) $ 422,090
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Police

Sidewalk Tree Drug Grants and Metro
Improvement Ordinance Forfeiture Donations Act Total
$ $ $ $ $ -
101,250 1,012,273
98,780 191,112
9,836 55,538 65,374
7,975 32,406 1,291 109,483
127,000 449 4,264 131,713
134,975 134,105 9,836 103,044 56,829 1,509,955
16,297
818,750
4,141 101,962 1,973,772
35,758 49,109 35,040 254,178
439,730
274,099
13,778 13,778
49,536 49,109 4,141 101,962 35,040 3,790,604
85,439 84,996 5,695 1,082 21,789 (2,280,649)
25,000 175,000
25,000 0 0 0 0 175,000
110,439 84,996 5,695 1,082 21,789 (2,105,649)
249,347 466,715 42,539 5,816 75,088 3,753,433
$ 359,786 $ 551,711 $ 48,234 $ 6,898 96,877 $ 1,647,784
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COMBINING BALANCE SHEET -- CAPITAL PROJECT FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS

Exhibit E-1

ASSETS

Cash and investments (Note C)..........cocovviiiiiiiiiiiiiieeeen,
Accounts Receivable............c.oiiiiiiiii
Due from other governmental units....................cooviin.

TOTAL ASSETS

LIABILITIES AND FUND EQUITY (DEFICIT)

LIABILITIES

Accounts PayabIe..........oocuuiiiiiiii e
Wages payable. ...
Retainages payable.............oooiiiii
Due to other funds..........coiiiiiii
Deferred reVeNUE. .........oeiuiiii e

TOTAL LIABILITIES

FUND BALANCE (DEFICIT)
Unreserved:

Undesignated............cooiiiiii

TOTAL FUND BALANCES (DEFICIT)

TOTAL LIABILITIES AND FUND BALANCES

Village Center

Storm
Water

Parking Management Total
$ 241,065 $ $ 241,065
76,000 76,000
207,899 207,899
317,065 207,899 524,964
47,951 47,951
1,148 1,148
0
12,750 12,750
76,000 207,899 283,899
76,000 269,748 345,748
241,065 (61,849) 179,216
241,065 (61,849) 179,216
$ 317,065 $ 207,899 $ 524,964
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COMBINING STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCES (DEFICIT) -- CAPITAL PROJECT FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS

Exhibit E-2

Village Center

Storm
Water

Parking Management Total
REVENUE
Use of money and property............cceuveveiiiiiiiiiiicieeieeeeeeeeeen $ 4615 $ 1,908 $ 6,523
Other e 96,000 96,000
TOTAL REVENUE 100,615 1,908 102,523
EXPENDITURES
Streets, highways & public improvements................c.cooiiiiininn. 151,120 151,120
Capital outlay...... ..o 0 0
Debt service:
Principal payments...... ..o 50,000 50,000
Interest payments...........oiiiii 37,250 37,250
TOTAL EXPENDITURES 0 238,370 238,370
REVENUE OVER (UNDER) EXPENDITURES 100,615 (236,462) (135,847)
OTHER FINANCING SOURCES
General fund transfers. ... ......oooeiiiiii 275,000 275,000
TOTAL OTHER FINANCING SOURCES 0 275,000 275,000
EXCESS OF REVENUE AND OTHER
FINANCING SOURCES OVER (UNDER)
EXPENDITURES AND OTHER USES 100,615 38,538 139,153
Fund balances (Deficit) at beginning of year.................c...cooeieit. 140,450 (100,387) 40,063
FUND BALANCES (DEFICIT) AT END OF YEAR $ 241,065 $ (61,849) $ 179,216
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INTERNAL SERVICE FUNDS
FUND DESCRIPTIONS

Fleet Management-This fund is used to account for the operations of all City vehicles excluding Fire
Department Apparatus.

Accrued Sick and Vacation-This fund is used to account for the liability of accrued sick, vacation, and
compensatory time.
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STATEMENT OF NET ASSETS -- INTERNAL SERVICE FUNDS
DECEMBER 31, 2006

CITY OF AUBURN HILLS Exhibit F-1
Accrued
Fleet Sick &
Management Vacation Total
ASSETS
CURRENT ASSETS
Cash and investments (Note C)...........cccoevvviviiiiiiiineinnnnns $ 1,896,026 $ 1,896,026
Receivables:
Due from other funds.............cccooiiiiiiiii $ 1,467,435 1,467,435
TOTAL CURRENT ASSETS 1,896,026 1,467,435 3,363,461
LAND, BUILDINGS AND EQUIPMENT
Machinery & equipment............cccoooiiiiiiiiiii e 919,294 919,294
VENICIES. ... 3,669,080 3,669,080
TOTAL CAPITAL ASSETS 4,588,374 0 4,588,374
Less: Allowance for depreciation..............ccovviiiiiiininnnn. 3,410,639 3,410,639
TOTAL CAPITAL ASSETS NET OF DEPRECIATION 1,177,735 0 1,177,735
TOTAL ASSETS 3,073,761 1,467,435 4,541,196
LIABILITIES

CURRENT LIABILITIES

Accounts Payable.............ccecveeuiiieiieiieee e $ 46,941 $ 46,941
Due to other funds.........ccceeiiiiiiiiii e 35,850 35,850
Accrued payroll and other liabilities...........ccococvevvieiviieeeeee 5,013 1,467,435 1,472,448
TOTAL LIABILITIES 87,804 1,467,435 1,555,239

NET ASSETS
Invested in capital @ssets............ccocoevviiiiiiiiii 1,177,735 1,177,735
Undesignated...........couiiiiiiiiii e 1,808,222 1,808,222
TOTAL NET ASSETS § 2,985,957 § 0 $ 2,985,957
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COMBINING STATEMENT OF REVENUE, EXPENSES AND CHANGES IN

FUND NET ASSETS -- INTERNAL SERVICE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS

Exhibit F-2

OPERATING REVENUE
Equipment rental charges...........ccoooiiiiiiiiiii
Vehicle rental fees...........coooviiiiiiiiiii
Other operating inCome.........ccoviiiiiiiiii e
TOTAL OPERATING REVENUE

OPERATING EXPENSES

Salaries and Wages. ..........coovviiiiiiiiii e,
Fringe benefits....... oo
SUPPIES .t
Contracted SEIVICES. ......cuuiiuiiiiiiiiei e
Other operating eXpenses. ........c.cvvveieiiiiiiiii e iiieieiaeanas
Depreciation and amortization...............c.cooiiiiiiin.
TOTAL OPERATING EXPENSES

TOTAL OPERATING INCOME

NONOPERATING REVENUE
Interestearned. ...,
OtherinCoOME. ...

TOTAL NONOPERATING REVENUE
CHANGE IN NET ASSETS
Net assets-beginning of year.................cooiii i,

NET ASSETS AT END OF YEAR

Accrued
Fleet Sick &
Management Vacation Total

$ 1,221,136 $ 1,221,136
671,070 671,070
94,260 94,260
1,892,206 94,260 1,986,466
211,746 89,321 301,067
156,804 4,939 161,743
407,942 407,942
85,068 85,068
324,414 324,414
604,120 604,120
1,790,094 94,260 1,884,354
102,112 0 102,112
86,866 86,866
163,056 163,056
249,922 0 249,922
352,034 0 352,034
2,633,923 0 2,633,923
$ 2,985,957 0 $ 2,985,957
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COMBINING STATEMENT OF CASH FLOWS-
INTERNAL SERVICE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2006

CITY OF AUBURN HILLS

Exhibit F-3

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from CUSIOMErS..........cccoiiiiiiiniiiie e
Cash payments for goods and Services.........cccccovvevviveeirieeveieeeenns
Cash payments to employees...........cccceeveuvieeeiieeeeiieeecee e
Other operating EXPENSES. ......cccocuiiiiiiiie e

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Operating transfers iN.........coceeiieriieee e
Other nonoperating receipts....

NET CASH PROVIDED BY
NONCAPITAL FINANCING ACTIVITIES

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Purchase of capital assets..........cccccoecuiiiiieie e,
NET CASH (USED IN) CAPITAL
AND RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Interest received on investments...........ccccveeeiii i
NET CASH PROVIDED BY INVESTING ACTIVITIES

Net Increase in cash and cash equivalents.................................
Cash and cash equivalents-Beginning of year.............ccccccoevveeeneen.

Cash and cash equivalents-end of year...........cccccoeeeeiiiiiiniinieens

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES

Operating income

ADJUSTMENTS TO RECONCILE OPERATING INCOME TO NET
CASH PROVIDED BY OPERATING ACTIVITIES

Depreciation and Amortization Expense

Decrease (increase) in due from other funds

Increase (decrease) in accounts payable

Increase (decrease) in due to other funds

Increase (decrease) in accrued payroll and other liabilities
Total Adjustments
Net cash provided by operating activities

Accrued
Fleet Sick &
Management Vacation Total
1,892,206 $ 1,892,206
(570,769) (570,769)
(364,965) (364,965)
(324,414) (324,414)
632,058 $ 0 632,058
0 0
163,056 163,056
163,056 0 163,056
(688,443) (688,443)
(688,443) 0 (688,443)
86,866 86,866
86,866 0 86,866
193,537 193,537
1,702,489 0 1,702,489
1,896,026 $ 0 $ 1,896,026
102,112 $ 0 $ 102,112
604,120 604,120
(94,260) (94,260)
(77,759) (77,759)
4,888 4,888
(1,303) 94,260 92,957
529,946 0 529,946
632,058 §$ 0 9 632,058
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Plante & Maran, PLLC

p lante 27400 Northwestern Highway
M—' PO. Box 307
Southfield, Ml 48037-0307

moran Tel: 248.352.2500
Fax: 248.352.0018

plantemoran.com

May 29, 2007

Honorable Mayor and Members
of the City Council

City of Auburn Hills

1827 North Squirrel Road

Auburn Hills, M| 48326

Dear Mayor and Councii Members:

We recently completed the audit of the financial statements of the City of Auburn Hills for the year
ended December 31, 2008. As a result of our audit, and in addition to our audit report, we offer the
followingcomments and suggestions for your consideration.

State-shared Revenue

As discussed in our previous communications, the future of the State’s revenue-sharing program
may be directly tied to the condition of the State’s budget. Reductions to-statutory revenue sharing
started in 2001 as shortfalls began occurring in the State’s budget, which continue to be significant.
The magnitude of the State’s deficit has become even more pronounced afier the State’s January
2007 revenue.estimatingconference. According to economists, Michigan’s budget is $3 billion short
of the revenue needed to cover basic services this year and next {state fiscal years 2006/2007 and
2007/2008). The outcome of other matters will also impact revenue sharing and those matters
inciude:

« Future of County Participation in Statutory Revenue Sharing - In 2004, the State terminated
payment of statutory revenue sharing to-counties {which was approximately $182 million) but
allowed counties to move their operating tax levy to July from December. Counties are required
to deposit the additionat monies from the earlier fevy into a “reserve fund” which is to be used by
the counties to replace lost statutory revenue sharing in future years. The question that remains
is when the reserve funds established by counties are depleted, will counties comeback into the
“revenue-sharing formula” and to what extent? Will the size of the statutory pot grow to
accommodate counties or will there be a shift of the same monies from cities, villages, and
townships to the counties?

o Statutory Revenue-sharing Formula Expires in 2007 - Legistative action woukd be required
for appropriations to continue into 2008 and beyond. In 2008, the City's statutory revenue was
approximately $238,000%of the total $1,580,000 distribution received).

« <Changing Michigan Business Tax Structure - The Michigan Single Business Tax has been
eliminated effective December 31, 2007, which will result in the loss of $1.9 billion from the
State's budget in 2008. The governor’s fiscal year 2007/20008 budget recommends replacing a
majority of the repealed single business tax revenue with anew Michigan Business Tax. The
governor’s budget atso includes several other tax increases and changes. Much debate will
occur prior to the enactment of a final tax structure plan.

While the debate has begun, there still remain.considerably more-questions than answers regarding
jong-term funding ©f statutory revenue shating.
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Internal Controls

The American Institute of Certified Public Accountants Audit Standards Board recently issued nine
new Statements on Auditing Standards (SAS). The new auditing standards increase the level of
documentation that is required to be obtained during our audits and modify the way we conduct our
work. The new standards take effect over the next two years

We are now required to comply with the Statement on Auditing Standards 112, Communication of
Internal Control Related Matters Noted in an Audit. This standard lowers the threshold that is used
to determine if a control deficiency must be reported to the Council. While we have always provided
our observations in these areas as part of our audit, we are now required to tell you about more
itemns than we may have in the past and to communicate them in writing.

The new auditing standard (SAS 112) requires us to inform you about any matters noted in your
accounting procedures or internal controls that the new auditing standards define as a "significant
deficiency.” The new threshold for a “significant deficiency” is a low one - a significant deficiency is
any flaw that creates more than a remote risk of errors in your financial statements that could matter
to a user of the statements. Matters that may be immaterial to the financial statements still may be
classified by the new auditing standards as a significant deficiency.

In planning and performing our audit of the financial statements of the City of Auburn Hills, as of and
for the year ended December 31, 2008, in accordance with auditing standards generally accepted in
the United States of America, we considered the City's internal control over financial reporting
(internal control) as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the City's internal control. Accordingly, we do not express an opinion on the
effectiveness of the City's internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified a
deficiency in the internal control that we consider to bea significant deficiency.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity’s financial statements that is
more than inconsequential will not be prevented or detected by the entity’s internal control. We did
note one item we consider to be a significant deficiency in the internal control as foliows;

It was noted that property tax revenue within certain component unit funds was not properly
stated in the general ledger at year end. The revenue within the Brownfield Authority and
the Tax Increment Finance Authorities was not correctly stated due to a portion of the 2006
summer tax collections not yet being distributed from the Tax Collection Fund at December
31, 2006. The City’s policy is to retain a portion of the coliections in anticipation of Michigan
Tax Tribunal or State Tax Commission refunds. This resulted in tax dollars being reported
as deferred revenue versus being reported as revenue. As a result, adjusting journal entries

were necessary to properly report the revenue
plante
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Internal Controls (Continued)

We did note additional items that would not be considered significant deficiencies but that should be
given further consideration:

e To further enhance the controls over bank reconciliations, we suggest that as final bank
reconciliations are completed by the Treasurer's office, copies should be given to the
Finance Department. In addition, it is our understanding that the Treasurer's Office and
Finance Department are currently working together to develop new procedures to strengthen
controls over the disbursements from the Trust and Agency accounts. The new procedures
should result in the Finance Department having more detailed information regarding
transactions in the account

Water and Sewer Fund

For the year ended December 31, 2006, the City's Water and Sewer Funds experienced a
significant increase to their operational loss which was mainly due to the enhanced accuracy of the
meters used for the City's purchase of water and the accounting change the City made related to the
lives of certain fixed assets. The enhancement to the system served to decrease the unusual water
gain that the City was historically experiencing and led to the City's costs increasing significantly in
the current year. In addition, overall loss within these two funds increased further as compared to
the prior year due to the capital and lateral charges being significantly less. On a combined basis,
these two funds experienced a decrease in net assets of approximately $2.3 million more than the
prior year loss. City management and the City Council kept this new situation in mind when
evaluating the adjustment needed to the rate structure in order to fund operations and maintenance,
capital, and debt-related costs, as well as maintaining an appropriate level of working capital.

Property Tax Matters and Legislation

As you are aware, Proposal A limits the growth in taxable value on existing property to the lesser of
inflation or 5 percent and the Headlee Amendment to the Michigan Constitution further limits the
amount of taxes that can be levied by the City. In general terms, if growth on the City's existing
property tax base exceeds inflation for a particular year, the Headlee Amendment requires the City
to “roll back” its property tax rate to inflation. Prior to the passage of Proposal A in 1994, during
years when the growth on the City’s existing was less than inflation, the Headlee Amendment
allowed the City to “roll up” its property tax rate and recover from years when the property tax rate
was “rolled back”. However, subseguent to the passage of Proposal A and as a result of changes
made to the State's General Property Tax Act, the City is no longer allowed to “roll up” its property
tax rate in years when growth on its existing tax base is less than infiation. Based on this formula, it
was noted that the City's millage rate has been significantly reduced by Headlee. The charter
maximum millage rates for Operations, Police and Fire are 3.0, 8.5, and 2.5, respectively, as
compared to the Headlee limited millages of 2.11 25, 5.9857, and 1.7604, respectively. This factor
should continue to be considered when the City is performing longterm financial planning.
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Property Tax Matters and Legislation (Continued)

in addition, a series of House bills were introduced in 2007 dealing with the treatment of the
uncapping of value on sale or transfer of property. With the passage of Proposal A in 1994,
changes to the taxable value of an individual property are limited to the lesser of the rate of inflation
or 5 percent, until the property is sold or transferred. The difference between the capped taxable
value amount and state equalized value at the time of transfer is referred as the “uncapped” value or
the “pop-up” value. As several published studies and reports have demonstrated, the treatment of
“uncapped” values or the “pop-up” amount when a property is transferred or sold as growth on
existing property subject to the Headlee rollback calculation has resulted in continued downward
pressure on millage rates. This treatment is due to definitional changes made to the General

Property Tax Act in 1994,

The three bills in the package are House Bills 4440, 4441, and 4442 and would propose to do the
following:

o House Bill 4440 establishes an 18-month moratorium on the “pop-up” or “uncapping” of taxable
value to state equalized value at the time of sale or transfer of a property. Property sales or
transfers occurring in the timeframe of the moratorium would continue to pay property taxes at
the previous taxable value amount. The “pop-up” or “uncapping” of taxable value would be
delayed until the property was sold or transferred in later years.

o House Bill 4441 increases the real estate transfer tax by .10 percent and earmarks the money to
be returned to local government for potential loss in revenue occurring from House Bill 4440.

« House Bill 4442 would change the General Property Tax Act to exempt the “pop-up” or
“yncapped” value from the Headlee rollback calculation. If this legislation were enacted,
increases in taxable value resulting from property sales or transfers would be freated as
“additions” to taxable value or new growth versus growth on existing property.

House Bills 4440 and 4441 passed the House on March 14 (HB 4440 has been assigned to the
Senate Finance Committee). House Bill 4442 has not been voted on yet in the House.

Post-Employment Benefits

The City has been proactive in beginning to fund its future expected post-employment benefits. The
City has been contributing to the fund since 1997 and the City has been getting an actuarial
valuation on the accrued liability since 1999. As of December 31, 2008, the Governmental
Accounting Standards Board Statement No. 45 will require this accrued liability to be disclosed on
the government-wide financial statement and the actuarially determined recommended annual
contribution will be disclosed within the footnotes of the financial statements.
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Municipal Finance Act Revisions- Reminder

The Municipa! Finance Act was amended several years ago. Communities are now required to
submit a filing once a year with the Michigan Department of Treasury. The old ten day “exemption
from prior approval” process has been eliminated and is replaced with this qualification process.

This filing will serve as a pre-approval for future debt issues. The current filing is due within six
months of the City's year end December 31, 2006, and is good for one year thereafter.

This communication is intended solely for the information and use of management, council
members, and others within the City and is not intended to be and should not be used by anyone
other than these specified parties.

Very truly yours,

Plante & Moran, PLLC

Beth A. Bialy

Althog [ i

Kathryn J. Kercorian

plante
horan
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